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TELEFEONICA HOLDING DE ARGENTINA S.A.

(. We have reviewed the 2cCOMPanying baiance sheets of Telefonica Holding de Argentina S.A. (an Argentine
Capaauon)uofmrmu,mwzomwmreiaMsm.mudznm.mhﬂmmddmwm
mafehdden'oquityformommmpefaodaendodmatzoozmdzom.anuptmedinmﬁm
pesns (Nots 2.3.). These financisl statements are the responsibility of the Company’s management.

2 Wae conducied our reviews in accordance with generallyaceophdaudibngstandardsinm&na. A review
of interim financial information consists principaily of applying anatytical procedures to financial data and
mokinqinwhesolmmsmpomib‘eforﬁnandalandwunﬁngmm. A review is substantieity less in
moemanmauditwndwedmmcewmgmmuyawedwdﬂngm,heobjocﬁveof
which is the expression of an opinion regarding the financial statements taken as a whoie. Accordingly, we do
not express such sn opinion.

3. We did not review the financiat stz:aments of Tomeos y Competencias S.A_ as of Decamber 31, 2000, the
investment in which is refiectad in the accompenying financial statements as of March 31, 2001, using the
equity method of accounting. The investment in Tomeos y Competencias S.A. represents 2.4 percent of total
assets as of March 31, 2001 The gain reportied for the sforementioned company disclosed under Equity in
(loss) aamings of ownership interests in related parties ((loss) income attributable 1o Rint venture compenies)’
in the Company's statement of income amounted to $1 448 973 for the three-month period ended March 31,
2001. The financial statements of Torneos y Compelencias S.A as of December 31, 2000 were sudited by
other auditor, whose unqualified report dated March 12, 2001, has been fumished 1o us by the Company.

4. As cescrided in Note 10. to the accompanying financial statements, in the current year, 8 dsep change hes
been implsmentad in the economic mode! of Arpentina as we! as in the Convertibility Law that wes in place
sincs March 1991 (whereby the Argentine peso was pegged at parity with the US dolier) The main

consequences of the set of measuras adopted by the Argentine Fedaral Government, which sre detailed n
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the above mentioned note, are (a) the devaluation of the Argentine peso with respect to the US doltar and de-
dollarization of certain assets and liabilities in foreign currency held in the country; (b) the default on the
payment of the Government’s external debt; {c) the implementation of restrictions on the withdrawal of funds
deposited with financial institutions; (d) the restriction on transfers abroad on account of financial loans and
dividend distributions without prior authorization from the Banco Central de 1a Repliblica Argentina; (e) the
increase in domestic prices and () in the case of Telefdnica de Argentina S.A, (“Telefonica”), one of the
Company's related companies, the need to renegotiate with the Amentine Federal Govemnment future rates that
Telefénica will charge to its customers for telecommunications services (Notes 2.6.¢)1, d) and 5.1.2) to the
accompanying financial statements). The future development of the econamic crisis may require further

measures from the Argentine Federal Govermment.

As described in Note 2.3. to the accompanying financial statements, foliowing the accounting rules issued by
the regulatory agency for public companies, the Company has not recognized the effects of the changes in the
general purchasing power as from January 1, 2002, as required by Resolution MD No. 3/2002 of the
CPCECABA (Professional Council of Economic Sciencas of the City of Buenos Aires). If such resolution had
been applied, (a) the Company’s shareholders” equity as of March 31, 2002, would not have significant
changes and losses for the three-month period ended on such date would have increased by approximatety
$153.5 million as counteraccount of other shareholders’ equity accounts and (b) all balances as of March 31,
2001 and income from operations for the three-month .period then ended would have beén restated for
comparative purpases to recognize the effects of changes in the general purchasing power for the period
January through March 2002.

Based on ous reviews and the report of other auditor, we are not aware of any material modifications that
should be made to the financial statements referred to above in order for them to be in conformity with the
relevant regulatiens of the Business Associations Law and the National Securities Commission {(“CNV”) and,
except for the omissicn of the recognition of the effects of changes in the purchasing power of money
mentioned in paragraph 5., with generally accepted accounting principles in Argentina ("Argentine GAAP”).

Our reports dated February 26, 2002 on the financial statements of the Company and Telefonica as of
Decsmber 31, 2001 and on Compafila Internacional de Telecomunicaciones S.A. (“Cointel”) unaudited interm
financial staternents as of December 31, 2001 included emphasis-of-a-matter paragraphs indicating the
existence of a substantial doubt about the Company's, Cointel's and Telefénica’s ability to continue as a going
concem as a result of certain uncertainties. Such uncertainties continue as of the date of this report and their
evolution Is described in Notes 5.1.a) and 11.3.4. to the accompanying financial statements. Moreover, as

disclosed in Mote 9. to the accompanying financial statements, as a result of the devaluation ocourred in the
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period January through March 2002, the Company carries negative sharsholders” equity amounting to $1,481
million and accumulated losses amounting to $2,007 million. The financial statements of the Company as of
March 31, 2002 and the financial statements of its related companies Cointel and Telefonica as of such date
have been prepared assurmning that these companies will continue as a going concem and do not include any
adjustments relating to the recoverability and classification of agset carrying ampunts or the amount and
classification of liabilities that might result from the outcome of these uncertainties.

8. Certain accounting practices of the Company used in preparing the accompanying financial statements
conform with Argentine GAAP, but do not conform with accounting principles generally accepted in the United
States of America. See Note 14.

Buenos Aires, PISTRELLI, DIAZ Y ASQLIADOS
May 14, 2002 C.P.CECF. o8
C. CONURI
Partner
Certified Public Accountant
Buenos Aires University

C.P.CE.CF. Vol 183 - Fol, 202




TELEFONICA HOLDING DE ARGENTINA S.A.
Registered Address: Tucuman 1 - 18th fioor - Buenas Alres - Argentina

FINANCIAL STATEMENTS FOR THE THREE-MONTH PERIODS ENDED
MARCH 31, 2002 AND 2001

Principal Business: Holding Company.
Registration with the Public Registry of Commercs:

- Ofthe articies of incorporation: October 25, 1876.
- Ofthe last change to the bylaws: Aprit 18, 2001. See Note 12.

Reglatration number with the “Inspeccion General de Justicia® (the govermnmental regulatory agency of
corporations): 6,133.

Duration of the comporation: through October 24, 2075.
Fiscal year-and: December 31.
Controlling comparny:
Name: Telefénica Intemacional, S.A.
Registered address: Tucuman 1 - 17th floor - Buenos Aires - Argentina. -
Principal Buginess: Holding Company.
Controlling shareholding percentage of the Company's capital stock: 89.96%. (See Note 6.1.)

Controliing shareholding percentage of the Company's total votes: 89.97%.

Capital structure; See Note 6.1.

Subscribed and pakd in

Outstanding common shares (face value 1)

Class A, 5 votes per share 30,427,328
Ciass B, 1 vote per share 374,302,032
Total shares authorized for public offering (1) 404,729,360

E— . i

(1) SeeNote 8.3,
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TELEFONICA HOLDING DE ARGENTINA S.A.
BALANCE SHEETS AS OF MARCH 341, 2002 AND 2001

{stated in Argentine pesos - see Note 2.3.)

2002 2001
CURRENT ASSETS
Cash 120,036 331,437
Short-term Investments (Nate 15.2.) - 14,815,568
Other recelvables (Note 3.1.) 3,578,551 388,424
Receivables from related parties {Note 11.1.) 24,031,055 418471974
Total current assets 27,730,542 433,807,403
NONCURRENT ASSETS
Other receivables (Note 3.1)) 7,480,381 7,933,082
Ownership interests in related parties (Note 15.1.) - 732,775,845
Intangible assets and deferred charges (Note 15.3.) 272,684,432 327,320,818
Total noncurrent agsets 280,104,823 1,088,029.858
Total assets 307,885,365 1,501,837,258
ESSSESSEERT EmTTSSSSR
CURRENT LIABILITIES
Accounts payable to related parties (Note 11.1.) 1,452,820,280 494,918,026
Other ligbilities {Note 2.6.¢)1.) 308,577,580 -
Bank and other financial payables (Note 3.2.) 21,844,539 35,638,773
Taxes payable 468,565 897,270
Accounts payable and accrued linhiliies 2,732,781 §05,001
Other payables (Note 3.3.) 2,957,023 83,805,281
Total current liabilities and totai ligbilities 1,789,200,778 615,764,351
SHAREHOLDERS' EQUITY (per related statements) {1,481,305,413) 886,072,808

Total liabilitiss and sharehoiders' equity

207,805,385

1,601,837,259

The accompanying Notes 1 to 16 are an integral parnt of these financial statements.




TELEFONICA HOLDING DE ARGENTINA S.A.

STATEMENTS OF INCOME

FOR THE THREE-MONTH PERIODS ENDED MARCH 31, 2002 AND 2001

(stated in Argentine pesos - seo Note 2.3)

2002 2001

Equity in {loss) eamings of ownership interests in related parties
{(loss) income attributable to joint venture companies) (Note 3.5.)  (1,000,993,093) (21,534,254)
Fees for gervices rendered to related parties, net (Note 11.2) 11,681,089 12,300,110
Administrative expenses (Note 15.5.) (780,088) (558,294)
Amortization of intangihle assets and deferred charges (Noto 15.3.) (4,456,088) (5,055,343)
Financial (expense) income and holding (losses) gains, net (Note 3.8.)  (9689,256,202) {3,065,738)
Unrecoverable value added tax and other taxes - (233,853)
Net loss for the period {1,963,805,281) (1 8:147.372)
Loes pershare ====--:-‘:§-g)= ===-=(;'.10-:)=
===zaw=== se==s=m=a

The accompanying Notes 1 to 16 are an Integral part of these financial statements.




TELEFONICA HOLDING DE ARGENTINA S.A.
STATEMENTS OF CHANGES IN SHAREHOLDERS® EQUITY

FOR THE THREE-MONTH PERIODS ENDED MARCH 31, 2002 AND 2001
(stated in Argentine pesos - see Note 2.3.)

2002
Shareholders’ investment  Non-capitalized contributions
Irrevocable
capital
contributions
Additional for future share Other
Deoscription Capital stock pald-in capital subscriptions  contributions
Balance at beginning of year 404,729,380 78,383,316 2,000,000 8,496,188
Modifications to initial balances (Note 2.8.) - - - -
* Modified balances at beginning of year 404,729,380 78,383,316 2,000,000 8,406,188
Effect of Telefonica de Argentina S.A.'s spun-
off businesses (Note 5.1.a) - - - .
Nat lose for the period - - - -
Balance at end of period 404,729,360 76,383,318 2,000,000 8,496,188
2002 2001
Retained earninge
Legal Unappropriated
Description reasrve samings Total Total
Balance at beginning of year 32,296,314 (24,596,631) 501,308,547 917,439,260
Modifications to inftial balances (Note 2.8.) - (18,808,679) {18,808,679) (14,438,020)
Modified balances at beginning of year 32,296,314 (43,405,310) 482,499,868 903,000.240
Effect of Telefénica de Argentina S.A's spun-
off businesses (Note 5.1.a) - . - 1.220,040
Net logs for the period - (1,963,805,281) (1,063,805,281) (18,147,372}
Balance at end of period 32,206314  (2.007,210,581) (1,481,305413) 886,072,808
The accompanying Notes 1 to 18 are an integral part of these financlal statements.
HORAGIC C. SPARES
den
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TELEFONICA HOLDING DE ARGENTINA S.A.

STATEMENTS OF CASH FLOWS (1)
FOR THE THREE-MONTH PERIODS ENDED MARCH 31, 2002 AND 2001
(stated in Argentine pesos - see Note 2.3.)

CHANGES IN CASH AND CASH EQUIVALENTS

Cash and cash aquivelents at end of pariod (2)
Cash and cash eguivalents at beginning of year

(Decreese) Increass In cash and cash equivelents
Causes of changas in cash and cash equivalents
Cash flows from operating activities:

Net joas for the period

Adjustments to reconclie net ioss fo net cash used in operating activities:

Equity in loas of ownership intarasts in related parties

Amortization of intengitie assets and daferrsd charpes

Financial axpense (income) and holding loases (gains), net (3)
Charges in ssats and fiablities:

Othae racaivables 2nd fess recsivabls for services rendered 10 relatext perties

Other recsivables
Actounts payanie and accrued kabiites
Taxes payabla

Net cash usad In operating activities
Cash fiows from investing activities:
Payabies to related parties
Het cash provided by nvesting activities
Cash flows from financing pctivitics:
Payablas i retated parties
Repayments of loana
Net cash provided by financing activites
(Dacrease) increase in cash and cash equivalents

Cash and cash aquivalents. See Note 2.5

MTOOTIATION Of CA8N NOWS, see NOte 13,

Suppismental
Incudaa financial (expanas) income and hoiding (lossas) gaing, net not invoiving movemen of funcs.

The accompanying Notes 1 to 18 are sn integral part of these financial statemants.

2002 2001
120,938 14,947,005
1,304,851 8,747,208
(1,273,915) 8,190,799
(1,083,808, 287) (18,147.572)
1,000,093 603 21,584,254
4,438,089 §,085,343
987 AD7 170 (25,545,213)
(19,891,555) 2,743,083
1,773,025 1,474,688
232,919 (163.481)
86,017 (4,088.802)
(2,756.714) (16,918,482
478,481
478,481
15,681,000 492,162,500
{14,178.201) (469,520,680)
1482790 22,841,820
(1.273.915) 6,190,709
SSSSSStwxrY EBERESERSE
HORA C. SOAR|

B a2 yunp
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TELEFONICA HOLDING DE ARGENTINA S.A.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE THREE-MONTH PERIODS ENDED MARCH 31, 2002 AND 2001

(amounts stated in Argentine pesos, unless otherwise indicated - see Note 2.3.)

BUSINESS AND ORGANIZATION OF THE COMPANY

Telefénica Holding de Argentina S.A. ("the Company®) is a holding company primarily engaged, through
related companies in the telecommunications business ("Telecommunications Business”) and the media,
programming and content distribution business ("Media Business™) in Argentina.

Ag nf March 31, 2002, the Company conducts Ite Talecommunications Business through its 50.0% interest in
Compafila Internacional de Telecomunicaciones S.A. ("Cointel”) (see Note 5.1.a), which controls the
outstanding capital stock of Telefonica de Argentina S.A, ("Telefénica”) through its ownership interest in
100% of Telefdnica’s Class "A" shares (see Note 8.1.3) and 40.2 million Class “B” shares of Telefénica which
represents approximately 2% of Telefonica’s outstanding capital stock.

The Company conaucts Its Meadia Business In Argentina through its 26.8% ownership interest in Atantida
Comunicaciones S.A. ("Atco”) (see Note 5.1.b). Atco is a holding company with a direct and indirect interest
in broadcast television companies and in radio stations. Likewise, the Company holds a 26.8% ownership
interest in AC inversora S.A. ({AC"). AC is a holding company with a direct and indirect interest in broadcast
television companies (see Note 5.1.¢).

The Company also conducted its Media Business through its 20.0% Interest in Tomeas y Competencias S.A.
("TyC"), a provider of sports and entertainment programming in Argentina. In May 2001, the Company .
transferred to ACH Acquisition Co. ("ACH"), an affiliate of the Participating Shareholders, as defined in Note
4., its ownership interest in TyC (see Note 5.2.).

As of March 31, 2002, as 4 1esull uf seveial bansactions described in Notes 4. and 6.3., Telefaonica
Intemacional S A. ("TISA")'s equity interest in the Company amounts to $9.96%,

SIGNIFICANT ACCOUNTING POLICIES
2.1, Financlal statements required in Argentina

in accordance with generally accepted accounting principles and current legisiation in Argenting, the
presentation of the parent company’s individual financis! statements is required. The consolidated
financial statements are to be included as supplementary information to the individual financial
statements. Until September 30, 2000, the Company filed, for argentine purposes, individual financial
statements tngether with enngolidatad financial statements with its eontralled enmprnias Soithtel
Holdings S.A. (*Shosa”) and South Cable Heldings S.A. ("South Cable™). As of March 31, 2002 and
2001, and as a consequence of the disposition of the Company 's ownership interest in these companies
{see Note 4.), the Company no longer consolidates its financial statements with Shosa and South Cable
operations.

2.2. Basls of prusenlation

a) The financial statements of the Company for the three-month periods ended March 31, 2002 and
2001 have been prepared in accordance with generally accepted accounting principles in Argentina
{"Argentine GAAP™) and in accordance with the requiremsnts of the Comisién Nacional de Valores
("CNV"} and are presented in Argentine pesos (see Note 2.3.). These financial statements also




23.

24,

2.5.

a7

include certain additional disclosures in order to conform more closely to the form and content
required by the Securities and Exchange Commission of the United States of America (“SEC”).

Pregentation of financial statements in constant Argentine pesos

The financial statements fully reflect the effects of changes in the purchasing power of money through
August 31, 1995, by restating amounts in constant pasos by the method required by Technical
Resolution ('RT"} No. 6 of the Federacion Argentina de Consejos Profesionales de Cienclas Econémicas
(“FACPCE"). Effective September 1, 1885, for Argentine GAAP purposes, and consldering the then
cumrent economic stability conditions and according to the requirements of General Resolution No. 272 of
the CNV, the Cumpany discontinued the application of the reatatement method but maintained the
restatements recorded until that date. This criteria has baen accepted under Argantine GAAP untll
Decamber 31, 2001,

Considering the new inflationary context and the conditions created by the new system established by
the Public Emergency and Currency Exchange System Reform Law, which are described in detail in
Note 10., on March 8, 2002, the Buenos Aires City Professional Councit 01 Econemic Sciences
{"CPCECABA") approved Resolution MD No. 3/2002 which sets forth, among other provisions, the
reinstatement of the inflation adjustment for the interim periods or fiscal-years ended March 31, 2002,
inclusive, and provides that all recorded amounts restated by changes in the general purchasing power
until the interruption of such adjustments and any other amounts originated in transactions during the
stability period are to be considered stated in currency of December 2001.

The restatement into constant argentine peses method must be applied to the value of booked costs
immediatsly prior to the capitalization of the exchange differences mentioned in Note 2.6.g), which are
capitalized $0 as to have the effect of an advance of applying the restatement method for recognition of
changes in the ganeral purchasing power and which capitalization would be subsequently absorbed by
the value restated in constant argantine pasos of the assets mentioned in such note.

As of the date of issuance of thase financial statements, the CNV had not yet implemented the standards
provided by Resolution MD No. 3/2002 of the CPCECABA, related to inflation adjustment. Therefors, to
implement them, the Caompany will have to walit until they are approved by the CNV. if such resolution
had been applied, (a) Company shareholders’ equity as of March 31, 2002, would not have significant
changes and lasses for the three-month period ended on such date would have increased by
approximately 1563.5 million as counteraccount of to other shareholders’ equity accounts and (d) ell
balances as of March 31, 2001 and income from operations for the three-month period then ended would
hava been restated for comparative purposes to recognize the effects of changes in the general
purchasing power for the period January through March 2002,

Generally accepted accounting principles

When preparing these financlal statements, the Company applied the valuation methods required by
applicable CNV resoiutions which, in the Company's case, except for what Is mentioned in Note 2.3, do
not differ from those required by the FACPCE. Sea Note 2.7.

Furthermare, in cannection with certain accounting issues related to the Public Emergency and Cumrency
Exchange System Reform Law, in January 2002 the CPRCECABA issued Resolution MD No. 1/02 that
established, among other things, that assets and liabilities in foreign currency as of December 31, 2001,
should be valued at the exchange rate effective as of the last day on which transactions in foreign
currency were made in Argentina in the year 2001. In the case of the US doliar, the applicabie exchange
rate was US$1 = $1, which was the axchange rate effective under Law No. 23,828 (Converilbility Law) as
of Docomber 31, 2001. Additionally, in line with the above, on January 23, 2002, the CNV approved
Genenal Resolution No, 382,

Statement of cash flows

In the statement of cash flows, the Company considers all highly liquid investments purchased with an
original maturity of three months or less to be cash and cash equivalents. The Company uses the
Indirect method, which requires a series of adjustments to the period's net loss to amive at the cash flow
used in operating activities.

F—— g Ama e sty cp e i cemeen st — e e e e ot e
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2 8. Valuation methods

tion of financial statements in conformity with genera!ly accepted accounting principles in
Ihrgee%::'er?aa :zquires management to make estimstes and assun_wpt'lqr:ls that sffect ihefrt;poﬁned ;rz'ounts of
assets and liabilities and disclosure of contingent assets and liabilities at the _date of the finan "
statements and the reportsd amounts of revenuss and expenses of each period. The ultimate resu
may differ (rom those estimates.

The principal valuation methods used in the preparation of the financial statements are as follows:

a) Cash, recelvables and ligbilities

~ Inlocal currency: at nominal vaue,

. . " . fling
- In foreign cutrency: they have been cunverted at the so_umg or huying exchange rates preva
as of cgch period-end for the settiement of the transactions concemed. Exchange differences
have been credited/charged to income of each period. The respective detail is included in Note
15.4, .

Receivables and payables inciude the portion of the related financial income (expense) accrued
through the end of each period, if applicable.

b) Shon-term investments

- Foreign currency deposits: as of March 31, 2001, at nominal value plus interest accrued thraugh
the end of such period, transtated at the exchange rate prevalling as of such date for the
settiement of these transactions. The respective detail is included in Note 15.4.

Local currency deposits; as of March 31, 2001, at nominal value plus interest accrued through
the end of such period.

¢) Long-term investments

1. Ownership interests in related parties valued by the equity method

The investment in Cainte! as of Mareh 31, 2002 and 2001, is valued by the equity method of
accounting using the financial statements of this company as of March 31, 2002 and 2001,
respectively. See Note 2.8. The book value of such investment and the related goodwill amount
to a net liability of 36.1 million, which ariges from the Company's ownership interest in Cointel's
negative shareholders’ equity as of March 31, 2002, amounting to 308.6 million, net of the
related goodwill of 272.5 million.

The Company is evaluating Cointel’s financing nseds considering the Argentine economic
situation and the current difficulties to have access to credit. If the current difficulties to obtain
refinancing or additional loans to Cointel continue, the Company plans, and has so agreed with
Cointel, to use its best efforts to provide such financing directly or indirectly, subject to the
Company’s own fund availability, which depends on the evolution of the Issuss affecting the
Company’s financia! situstion described in Note 10.

The recoverability of the Company’s goodwill was evaluated on the basis of the Company’s
management bast estimate of future cash flows of Telefonica, considering available information
and future telephone service rates estimates of such company. However, owing to the
regulatory uncertainty regarding rates evolution which, as described in Note 5.1.a), derive from
the panding negotiation with the Argantine Government, and the results of negotiations of
Cointet and Telefénica to obtain financing or to settie their current liabilities In the normal course
of their business and maintain their normal operations, as described in the same note, the
recoverability of the amount booked as of March 31, 2002 depends on the final outcome of the
above-mentioned issues. See Note 2.6.d).

In line with Resolution MD No. 3/2002 from the CPCECARA, as described in Note 2.6.5),
Cotntel, Telefonica and its contrulled company Telinver S.A. capitalized 130 million in intangible
assets and 323 million in fixed assets during the three-month pericd ended March 31, 2002,




d)

e)

.9-

figures calculated considering the Gompany's direct and indirect ownership interest in such
companies, for exchange rate fosses relating to tiabilities in foreign currency existing as of
January 6, 2002, which were incurred for the financing of such assets. As of March 31,2002,
such assets include accumulated exchange rate losses, net of depreciation, in the amount of
129 million and 317 million, respectively, figures calculated considering the Company’s direct
and indlrect ownerahip interost in such enmpanies.

The investments in TyC and Alco as of March 31, 2001, are valued by the equity method of
accounting using the financial statements of these companies as of December 3?, 2000,
adjusted, if applicable, for significant events cccurred during the three-month period ended
March 31, 2001, as mentioned below.

As of March 31, 2001, the Company stjusted the value of ita equity investment in Atco, taking
into sccount the losses of the quarter January-March 2001, on the basis of financial information
svailable as of such date provided by Atco’s management. Also, given that the Company is
under no obligation to make capital contributions to Atco for the purpose of restoring the iatter's
negative shareholders’ equity, the Company valued its investment in Atco at nil, and did not
pook any related liability, as explained above

The Company's Management beligves that there were no other significant avents during the
January-March 2001 guarter that could significantly affect the value of such investments as of
March 31, 2001.

The financial statements of the related companies were prepared in accordance with accounting
principles consistent with those used by the Company

As from the effective date of Law No. 25,063, any dividends in cash or in kind received by the
Company on its investments in othet companies, in excess of accumulated taxable income
(determined as required by this law), will be subject, upon distribution, to a 35% income tax
withholding as a single and final payment. The Company has not accrued any income tax
charge on such dividends since, according to its estimates, dividends to be collected will not be
subject to this tax.

Investments valued at recoverable value

On the basis of financial information available as of March 31, 2002, Atco presents negative
sharsholders' equity. Also, given that the Company is under no obligation to make capital
contributions to Atca for the purpose of restoring the lattar's negative shargholders’ equity, the
Company valued its investment in Atco at nil, to adjust it to its estimated recoverabie value as of
March 31, 2002, and did not book any related liability.

Additionall)f, as of N_!arch 31, 2002 and 2001, the Company decided to value its investment in AC
2; nil, to adjust it to its estimated recoverabla value pursuant to inforrnation avallable as of such
tes.

Intangible assets and deferred charges

This account principally includes the foliowing items:

The difference between the acquisition cost and the valuation by the equity methed as of the

purchase date of the shares concemed, which is being amortized over a period of 240 months.
See Note 2.6.¢) 1.

The issuance costs of Negotiable obligations, which are being amortized over the remaining life
of the related financial payables. Sse Note 7.

income tax and tax on minimum presumed income

The Company csleulates the Income Tax charge by applying the tax rate of 35% to the taxable
income for the year, without considering the effect of temporary differences between book and
taxable income. Additionally, the Company calculates the tax on minimum presumed income by
applying Fne effective tax rate of 1% on certain estimated production assete as of the and of sach
year. This tax is supplementary to Income Tax. The Company's tax liabilities shall be the higher of
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i ' i rads i during one
these two taxes. However, if the tax on minimumn presumed income exrreds income tax
fiscal year, such excess may be computed as prepayment of any income tax excess over the tax on
minimum presumed income that may arise in the naxt ten fiscal years.

j i j to have a tax loss
During the three-month period ended March 31, 2002, the Company hes estimsted t x lot
canyf?:rward and hae detarmined a 0.1 million charge in tax on minimum presumed income, which is
disclosed together with the charges of previous years under “Uther receivables — Noncurrent tax
credits” since the Company expects to recover such amount, being the accumulated balance as of

Mareh 31, 2002, of 7.5 million.

According to the tax retums as of December 31, 2000 filed, the Company has an accumulated
incame tax loss carryforward of approximately 259.1 million, which may be deducted from future

taxable income as follows:

Year through which avatlable Tax loss carryforward
(in miltion of pecos)
2003 8.1
2004 83.8
2005 16868.2
2501 (1)

(1) includes specific incoma tax loss carryforwards from dispositions of shares and derivative contracts and genaral
income tax loss carryforward,

For each year in which such deduction arises, the tax benefit (effect of the current tax rate on the tax
loss carryforward used) will only be effectively realized if income tax (net of the deduction) is equal to
or exceeds the tax on minimum presumed income. However, it wili be reduced by any excess of the
latter over income tax, as the Company will have to pay the tax on minimum presumed income as a
minimum.

Shareholders’ equity accounts
- Capltal stock: disclosed at nominal value. See Note 6.1.

- Additional paid-in capital: this account discloses the additional contribution made by the
common sharehaidars, in excess of tace value, restated in constant pesos accordingto -
applicable CNV resolutions. Ses Note 2.3,

- Non-capitalized contributions: this account includas imevocable capital contributions for future
share subscriptiong and other contributions over which the eharaholders are entitted according
to their ownership Interests; they are disclosed at nominal value, According to appiicable CNV
resolutions, non-capitalized eontributions have not been restated. See Note 2.3,

- Legal reserve and Unappropriated eamings: they have been restated in constant pesos
according to applicable CNV resolutions. See Note 2.3.

income statement accounts
- Accounts accumulating monetary transactions are not restated. See Note 2.3.

- Charges for consumption of nonmonetary assets valued at historical cost are computed based

lon the r;stated amounts of such assets according to applicable CNV resolutions, as described
n Note 2.3.

- "Equity in {loss) eamings of ownarship Interests In related parties ((loss) income attributabie to
Joint venture companias)” was calculated according to item ¢) of this note.

- “Fees for services rendered fo related parties, net” are charged 10 income un an accrusl beais.
The Company discloses these fees nat of direct taxes thereon.

ey —
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-~ Under *Financial (expense) income and hotding (losses) gains, net’, the Company discloses
nominal financial results segregated in generated by assets and liabilities.

In accordance with applicable resolutions of the CNV (see Note 2.3.), income statement accounts for
the three~-month periods ended March 31, 2002 and 2001 are not inflation-adjusted.

CNV General Resolution No. 388 provides, under exceptional circumstances, for the application of
CPCECABA Resolution MD No. 3/2002 mentioned in Note 2.3., which provides that the exchange
rate differences arisen as from January 6, 2002, related to Ilabllities in toreign currency as of such
date must be allocated to the cost of assets acquired or constructad with such financing, as long as
a series of conditions and requirements established in such professional standards are complied
with. Such allocation will be made provided the relation between financing and acquisition,
construction or production of the assets qualifying for allocation of such exchange rate differences
{fixed assats, intangible assets and equity interests in other companies organized in the country and
existing as of January 6, 2002) is direct. Such financing, whethes total or partial, relates to U
financing granted by the suppliers of goods invoiced in foreign currency or the financing obtained for
simitar purposes from financial entities. In the cases in which the relation between financing and
acquisition or production and construction of qualifying assets is not direct, such exchange rate
differences may be allocated, under certain conditions, at the cost value of such assets.

In accordance with the above-mentioned regulation, exchange differences capitalized under
intangible assets follawing the direct relationship between financing and acquisition during the period
ended March 31, 2002, were fully reserved by the Company on the basis of the recoverable value of
such assets. The Company will evaluate such allowance from time to time and, if the recoverable
value changes, will reverse the allowance. The goodwill booked for the Company’s investment in
Cointel as of March 31, 2002, is disclosed in these financial statements net of such allowance.

Modification of Argentine GAAP

Effective December 8, 2000, the Govemnance Board of the FACPCE approved RT Nos. 16, 17, 18, and
18 which provide for changes in professional accounting principles related to valuation and disclosure.
On December 21, 2001, CPCECABA approved, with certain modifications, auch stendards by resolutions
Nos. 238, 243, 261 and 262, requiring mandatory application thereof for fiscsl years beginning July 1,
2002, and therasafter. As of the date of fssuance of these financial statements, the CNV is analyzing the
scope and timing for adopting such standards.

Change in accounting method

Until Dacember 31, 2001, and since the Company’s related companies tend to report their financia!
statements as of the end of required filing terms, the Company valued its interest in such invastments
under the equity method of accounting, using the financial statements of such companies with a three-
month lag with respect to the Company’s financial statements closing date, adjusted for significant
events occurred in the three-month lag. As a result of the transactions described in Note 4., the Company
has sold its interests in such investees, other than its interest in Cointel, Atco and AC, companies
indirectly contralied by Telefénica, S.A. {TESA"). Therefors and since the Company is able to obtain
Cointel’s financial statements at the date of izsuance of its own financial statements, it has eliminated the
effect of the above-mentioned three-month lag, and valued its investment in Cointel by the equity
methed, calculated on the basis of Cointel's financial stataments as of the Company’s financlal
statements closing date. The financial statements as of March 31, 2001, have been adjusted retroactively
for comparative purposes. ‘

The retroactive effect of this change in accounting method gave rise to a 18.8 million and 14.4 miliien
decrease in Unappropriated retained eamings at beginning of the periods ended March 31, 2002 and
2001, respectively.

Also, as a consequence of this change, the net loss for the periods ended March 31, 2002, and 2001,
decreased by 10.5 million and 2.8 miliion, respectively, as compared to the net loss that would have
resulted if such change had not besn made.
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BREAKDOWN OF THE MAIN BALANCE SHEET AND STATEMENT OF INCOME
ACCOUNTS

3.1. Other recelvables

2002 2001

Current Noncurrent Current Noncurrent
Tax credits 3,678,661 7,480,391 361,548 7,833,082
Other - - 26,878 -
Total 3,578,551 7,480,391 388424 7,933,082

3.2, Bank and other financlal payables
2002 2001

Current Current
Negotiable obligations 21,520,350 (1) 36,122,000
Interest accrued on negotiable

obilgations 273,938 418,773

Other financial debt 50,251 -
Total 21,844,539 35,538,773

(1)  Accrues interest at a rate of 9.75% per annum. See Note 7.

3.3, Other payables

2002 2001
Current Current
Other 2,957,023 3,905,281
Advancs for future disposition of
companies - 80,000,000
Total 2,957,023 83,805,281

3.4. Aging of assets and liabllities as of March 31, 2002:

Asgets Llabllities
Other payables
Receivables (1) Loans (2) (3)
Matured:
Up to three months 11,568,555 (4) - -
Subtotal 11,586,555 - -
Maturing:
Up to three months 14,573,663 50,251  1,455,821,638 (5)
More than three and up to six months 1,469,388 273,938 -
More than nine and up to twelve months - 21,520,350 2,957,023
More than two and up to three years 7.480,381 - -
Subtotal 23,523,442 21,644 538 1,458,778,859
Total 35,089,097 21,844,530 1,458,778,658

o Emmm o s======== SSSSesnESS

(1) includes total recsivables.

(2) Includes bank and other financial payables.

{3) Includes total liabilities excapt bank ang othar financial payables and Other liabilities.

{4) See Note 16,

(5) Includes 1,453 million comesponding to accounts paysbie to relatsd parties. See Note 14.1,
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3.5, Equity in (loss) eamnings of ownership interests In related parties

{Loss) Income
2002 2001
Cointal (1,000,893,993) (1)  (11,644,354) (2
Atco . 3y (11,338,879) 4)
TyC (5) - 1,448,979
(1,000,993,893) (21,534,254)

Includes $99 million relsted 10 tha davaluation effect mentioned in Note 10. on Cointel and s subsidiaries’ net
consolidated payables in foreign ¢urrency heid dufing the thrss-month period anded March 31 2002, conaidering the
Company’s swnership interest in such companies, net of those capitalized as described in Note 2.8.¢)1.

Inciudes a loss of approximataty 2 million, corresponding to the Company's ownership interest in Telatonica’s spun-oft
businesses booked by Cointel. See Note 5.1.a).

See Note 2.8.¢) 2.

Corresponds to certain adjustments recorded by the Company for approximatety 11.3 milllon.

As of March 31, 2002, the Company had sokd s ownership interest in this company. See Note 5.2.

0

@
3)

(4)
5

3.6. Financlal {expense) income and holding (losses) gains, net

2002 2001
Net gains on assets
Exchange differences 1,385,478 -
interest income 6,898 8,846,634 (1)
QOther - 1,247
1,382,378 8,947,881
Net losses on liabilities
Exchange differences (946,310,431} @ -
Interest and commission expenses (3y {24,313,842) {11,371,633)
Tax on interest paid and on the financial
cost of corporate indebtedness (24,307) (540,792)
Other - (1,194)
{970,648,580) (12,013,619)
(969,256,202) (3,085,738)

includes 8.8 milllon corresponding to relatsd partiss. See Nots 11.2.

Inciudas impairment In value of intangible assats. Ses Nots 2.6.0).

Includes 23.7 millien and 4.9 million as of March 31, 2002 and 2001, respectively, comesponding to ralated parties. See
Note 11.2,

(1)
@
)

AGREEMENT BETWEEN THE COMPANY’S FORMER PRINCIPAL SHAREHOLDERS AND
TESA

On April 11, 2000, certain affiliates of Hicks, Muse, Tate & Furst, Inc. (“Hicks Muse”), incuding HMTF -
Argentine Media investments Ltd. ("HMTF"), Reptiblica Holdings Ltd. (‘Republica Holdings®) and international
Investments Union Ltd. (*1U7) ("HMTF Affiliates") and intemational Equity Investments, Inc. (*IE!"), a Citibank
N.A. subsidiary, (together with HMTF Affiliates, the "Former Principal Shareholders” and from now on the
"Participating Shareholders") and TESA (“the Parties®) entered into a Stock Exchange Agreement (the "Stock
Exchange Agreement”, and from now on “the Contract") whereby, after certain precedent conditions were
met, on December 15, 2000, the Participating Shareholders transferred to TESA B0.9% of the Company’s
capital stock, representing 84.7% of the Company's total votes in exchange for TESA common shares
issued. On June 28, 2001, TESA informed the Company that on May 8, 2001, it transferred to TISA, TESA's
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wholly owned subsidiary, all of TESA’s 80.8% equity interest in the Company. Additionally, as a result of
several transactions described in Note 6.3., TISA's equity interest in the Company, increased from 80.9% to
99.98%.

As part of the Contract, and according to the transactions provided therein and in certain related agreements,
Shosa, a company previocusly controlled by the Company, redeerned to the Company irrevocable capital
contributions, which Included, among other: (a) Shosa's 26.8% ownership Intarest In Atco, (b) Shosa's 26.8%
ownership interest in AC and (¢) Shosa’'s 20% ownership interest in TyC, including the net book value of the
related goodwill as of September 30, 2000. On December 15, 2000, the Company transferred to ACH its
ownership interest in Shosa, whose main asset as of that date was its ownership interest in Cablevision S.A.
(*Cablevigion”) and its main liabilities were a loan of US$135.9 million made to Shosa by ACH, and other
liabilities of approximatety US$27 million. The Shosa selling price was US$385.3 million, and was paid
through a promissory note issued by ACH, maturing on August 31, 2001, or before, if certain conditions
contemplated in the loan agreement occurred (the “Promissory Note™). In August and December, 2001, the
Company and AGH amended a section of the Promissory Note, extending the maturity date untll Japuary 31,
2002 (see Note 6.3.). Additionally, as part of the Contract, and according to the transactions provided therein
and In certain related agreements, the Company paid off its financial liabilities except for the amounts
payable under the Negetiable Obligations for US$500 million Issued on February 24, 1887, under the
US$500 million Program (see Note 7.) and sold its ownership intsrests in related companies and in certain
related assets, except for its ownership interests in Cointe!, Atco and AC and the financial advisory
agreement described in Note 11.3.a.

As of the issuance date of these financial statements, the Company is not aware of any fact that could have
an adverse effect on the Company’s business, financial conditions or resuits of operations, related with the

trangactions described previously in this note.

LONG-TERM OWNERSHIP INTERESTS IN RELATED PARTIES
6.1. Long-term ownership interests in related partles as of March 31, 2002
a) Cointsl

Cointal is a company organized undar Argentine law by a group of investore made up of the
Company, Telefénica International Holding B.V. and TISA, ali of them TESA's subsidiaries. As of
March 31, 2002, the Company's interest in Cointel amounts to 50.0%. Cointal controls tha
outstanding capital stock of Telefonica, through its ownership interest in 100% of Telefonica's Class
*A’ shares (see Note 8.1.8), and about 40.2 million Class “B” shares which represents approximately
2% of Telsfonica’s outstanding capital stock, being the total shareholding of Cointal in Telefénica’s
capital stock to 64.8%.

Telefonica has entered into a Management Contract with its operator TESA, whereby the latter has
assumed overall responsibllity for the managsment of Telefonica. This contract was extended until
April 30, 2003. In addition, at the expiration of the above tem, the operator Is entitied, at its sole
discretion, to an additional five-year extension to April 30, 2008.

Telefénica has a license for an unlimited period of time for rendering public telecommunications
services Iq the southemn region of Argentina, which provided for an exclusivity period until November
8, 1697, with the right to an extension for a further three years.

The National Executive Power issued Decree No. 284/98, which extended the exclusivity period with
respect to the supply of basic telephone services unti! late 1999 and provided for the graduai
opening up to competition of the telecommunication business in Argentina, to conclude with the
liberalization of the local and domestic and international long distance services on November 8,
2000. Decree No. 264/98 astablished a period of transition to competition in the telecommunications
industry, during which il of Telefénica’s fights and obligatione related to the exalusivity of the lisense
not otherwise modified, were to remain in effect. Additionally, Decree No. 284/88 provided a 4%
reduction (in constant dollar terms) in rates to be applied to basic telephone service rates during
each year of the transition period. Although the sffectiveness of Decree No. 264/98 was subject to
the conclusion of certain legal proceedinge, Telefonica beligves that it Is uniikely that the outcome of
thosa proceedings watild slow the trend toward inereasing competition. In addition, the Secretary of
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Communications (*SC") issued Resolution No. 1686/99, which provided that the transition period to
competition in telecommunications ended October 10, 1999,

As a ¢consequence of the implementation provided in Decree No. 284/98, in March 19989, Telefonica
signed a license agreement for an unlimited period of time, to provide local and domestic and
international long distance telephone and intermational tetex services in e northem reglon of
Argentina. Telefénica’s obligations under the license mainly relates to service quality and coverage
in the areas where the service will be rendered.

Additionally, on November 3, 1999, based on the assumption of the nonexistence of effective
competition the SC, provided a 5.5% annual rate reduction for basic telephone services for the
period beginning November, 1988 and ending November, 2000.

On .lune 8, 2000, the National Executive Power izsucd Decree No. 485/00, which provides for the
total deregulation of the telecommunications market beginning Novernber 9, 2000, Additionaily, on
September 3, 2000, the National Executive Power issued Decree No. 764/00 which, in the context of
such dereguiation, approved the Ruies for Licenses for Telecommunication Services, the Rules for
Interconniection, the Rules for Universal Service and the Rules for the Management and Contro! of
the Radiaelectric Spactrum  These rules constitute the current regulatory framowork applicable to
Telefonica. The above-mantioned rules provide, among other issues, the requirements to obtain the
licenses to render telecommunications services, the conditions to establish rates and the providers’
obligations, the technical and economic aspects for interconnection to the networks of different
providers, the programs, administration and economic issues of Universal Service, as well as the
principles that will aovern the managemaent and cnntrl of the radioelactric spectrum. On September
19, 2000, Telefénica fited 2 reconsideration petition against certain issues of Decres No. 764/00. The
Court has not as yet ruled on thesa issues.

Decree N° 764/00 on telecommunications deregulation establishes that providers may freely set
rates and/or prices for the services rendered and for customer cetegories, which shall be applied on
a nondisuriminatory basis. However, If there were no “effective competition®, the historical providers
of such areas shalf respect the maximum rates established in the General Rate Structure. Below the
values established in such rate structure, such providers may freely set their rates by areas, routes,
long-distance legs and/or customer groups. Excapt for areas and services where effective
competition is demonstrated to exist, the rate agreements established a maximum rate per puise
denominated in U.S. dollare, These agreements also provided for the right of Telefonica to adjust this
rate for changes in the Consumer Price Index of the United States of America on April 1 and October
1 of each year. However, Public Emergency and Currency Exchange System Reform Law, dated on
January 6, 2002, provides that, In the agreements executed by the Federal Administration under
public law regulations, including public works and services, indexation clauses based on foreign
countries price indr¥ag or any other indexation mechaniam are annulled. in this regard, it sets forth
that the prices and rates resulting from such provisions shall be established in pesos at a one peso
(31) = one U.S. dollar (US$ 1) exchange rate. Furtharmore, Section No. 8 of the above-mentioned
law authorizes the National Executive Power to renegatiste the above-mentionad contracts taking
into aceount the following criteria in relation to public utility services: (a) the impact of the rates on
the competitiveness of the economy and on distribution of income; (b) service quality and investment
plans, when such aspects are contemplated in the contracts: (c) the interest of users and access to
the services; (d) the security of the comprised systams: (e) the profitability of the companies.

In addition, Decree No. 764/00 has reduced the interconnection price for the origin and destination of
the calls in the local area to 1.1 cents/minute for districts with more than 5,000 inhabitants or a
telephone-seat density above 15 telephones every 100 Inhabitants and ta 1.3 cante/minttas for the
rest of the districts and in the areas included in the original license of independent operators and to
0.30 cents/minutes for the traffic within the jocal area. A six-monthly 3% price cap will be applied to
ﬁ;reeéalues indicated above during the first two years after these rules and regulations become

e ive.

In April 2000 and March 2001, Telefonica, Telecom Argentina Stet-Frange Telecom S.A. ("Telecom”),
and the SC executed rate agreements which, subject to the approval by tha Ministry of Economy and
of Infrastructure and Housing, provided the terms under which the price caps would be applied:

i) pri_oe cap for the period beginning November 8, 2000 and ending November 7, 2001: the SC
established that the rate reduction for the period beginning November 8, 2000 and ending
Novamber 7, 2001 would amount to 8.75%. The reduction would be applied through: a) discount
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plane that were effective as from March 2000 {(commercial and government baslic rates, local
measured service, and the application of certain preferential rates of internet access), the non-
application of charges set forth in Resolution N° 2,926/99 until November 8, 2001 and the non-
application over the year of the two semiannual adjustments to the puise vaiue for the US
Consumer Price Index; b) given that such plans were brought into effect before schedule, the
accumulated effects of the above-mentioned rate reductions would be applied to the computation of
price caps for the periods beginning November 8, 2000 and ending November 7, 2002 adjustad at
an interest rate of 12% per year; and c) furthermore, it was established that the difference between
the effect of the discounts already granted and that of a 8% reduction would be applied on
November 8, 2000 across different itams of the tariff structure, and the additional 0.75% reduction
would be applied as defined by the Licensees.

il} price cap for the pericd beginning November 8, 2001 and ending November 7, 2002: the SC
established that the efficiency factor for the price cap applicable tor the penod beginning November
8, 2001 and ending November 7, 2002 would amount to 5.6%. This rate reduction Is to be
implemented through to: a) the non-application of the two adjustments to the pulse value for the US
Consumer Price index for the year, adjusting the effect at the 12% annual rate in order to measure
it against the total expected 5.6% reduction, b) any balance resulting from the non-application of
the adjustment to the valus of the telephone pulse in the pariod beginning November 8, 2000 and
ending November 7, 2001, as well as any balance remaining in respect of a variety of items
included in the 2000 price cap; ¢} any unapplied price cap portion remaining after the rate
reductions mentioned in a) and b) above; with respect to the 5.6% rate reduction, It should bs
applied in the following manner: 70% as provided by Telefdnica, 15% to the local service, and 15%
to other sarvices as required by the SC, other than monthly basic charges and the local measured
survive,

lil) price cap for the period beginning November 8, 2002 and ending November 7, 2003: the SC
established that the efficiency factor could not exceed 5%, but it did not set its value,

Although the reductions mentionead in point i), and the earty reductions referred to in point ii), are
being applied by Telefénica, the related agreements have not been yet approved by the Ministry of
Economy and of Infragtructure and Housing. As of the issuance date of these financial etatemente,
the effect of the discount plans implemented has nat been established as compared to rate reduction
percentages provided by such agreements, and the regulatory agency has not approved how to
apply the rate reduction mentioned in point i).

On the other hand, in relation to the complaint filed by Consumidores Libres Cooperativa Limitada de
Provision de Servicios Comunitarios (*Consumidores Libres™) on October 4, 2001, a pracautionary
measure requested by the plaintiff was awarded ordering the Federal Government. Teleténica and
Telecom that they do not apply the adjustment to the pulse for the US Consumer Price Index until
final judgment is rendered in the case. Against the above-mentioned legal proceedings, Telefénica
filed an appeal to the Supreme Court of Justice rejecting the arguments contained In such judgment
and a decision regarding such matter is pending.

In the opinion of Telefonica’s Management and its legal counsel, the outcome of these issues could
exclusively affect the maximum rates for futiire sarvices that Telefénica is authorized to charge ite
customers regarding services, areas, or customers in which the govemment did not declare the
existence of effective competition. As of March 31, 2002, these maximum rates are determined by
applying to rates effactive as of November 7, 2000, the discounts applied in order to implement the
price caps related to November 8, 2000 and 2001, under the above-mentioned agreemente.

The rate raduction percentage and the services to which such reductions will eventuslly appty
depend on the final approval of the above-mentioned rate agreements, and on the outcome of the
legal proceedings commenced by Consumidores Libres regarding the effective rate system
described above. Based on current rate regulation mechanisms, and considering Telefnica's
defense against the above legal proceedings, in the opinion of Telefénica's Management and its
legal counsel, the outcome of thesa issues will not have a negative impact upon Telefénica's
financial position or a signiicant adverse offect on ite results of operations.

In this context, in connection with the agreements executed by the Federal Administration under
public law regulations, including public works and services, Law No. 25,561 provided for: i) the
annuiment of dollar or other foreign currency adjustments and indaxing provisions based on foreign
Indexes; ii) the establishment of an exchange rate for dollar-denominated prices and rates ($1=
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US$1) and iii} the authorization for the National Executive Power to renegotiate the conditions of the
above-mentioned contracts taking into account the following criteria: (a) the impact of the rates on
the competitiveness of the economy and on distnbution of income; (b) service qualty and iInvestment
plans, when such agpects are contemplated in the contracts; (¢) the Interest of users and access to
the services; (d) the security of the comprised systems; (e) the profitability of the companies.

Through Decree N° 283/02, dated February 12, 2002, the National Executive Power entrusted the
Economy Ministry with the renegotiation of such agreements, including agreements that govem the

- provision of basie telephony gervices. in this context, the contractual renegotiation proposals must

be submitted to the National Executive Power within 120 days after the effective dats of this
Decree. Telefénica hes fulfilled its duty to submit the information required by the Government.

As of the date of issuance of these financial statements, Teiefbnica’s Management is unable to
foreses the final result of the negotistion under Law No, 25,561 or the rate scheme to be effective
in the futurs; it ie poseible that such rate echeme will not maintain its value in U.S. doliars or
constant pesos over time in accordance with any potential future increase in genaral price levels
("G.P.L."). Although, according to Telefénica's legal counsel opinion, under general administrative
law principles applicable to the Transfar contract and List of conditions, future rates should be fixed
at a level which is sufficiertly fair to cover service costs, if future rates avolve at a pace well below
G.P.L., it would have a material acdverse effect on Telefdnica's future financlal position and resuits
of operations,

As described above, Telefonica will have to renegotiate future rates with the Argentine Govemment,
as a result of the passing of Law N° 25,581. In consequence, although Telefénica has maintained the
booked value of certain noncurrent assets relating to the telecommunications business on the basis
of estimates according to information currently avallable, the future telephone service rates and, as a
result, the amount of future telecommunications service révenues and net cash flow can not be
predicted. Consequently, the recoverability of such assets of Talefénica as of March 31, 2002 In the
amount of 5,322 million depends an the final outcome of such renegotiation.

The principal strategic objective of Telefonica is to compete successfully and to maintain a
lsadership position in the Argentine telecommunications industry. Telefdnica has been preparing to
do so; however, there can be no agsurance that the consequences of the introduction of competition,
would not materially and adversely affect the business, the financia! position or the rasutts of
operations of Telefdnica. While there can be no such assurance, In the opinion of Telefénica’s
Management, the implementation of Telefénica’s business strategies will continue having a
beneficial effect on the future competltiveness of its telecommunications business, mitigating the -
negative effects of the increasing competition in the Argentine market.

As of March 31, 2002, Telefénica doss not have other balances or operations that represents
significant concentration of credit and operationg, except for the balances and operations with the
Argentine Government {Federal. Provincial and Municipal Govemment and Govemmantal agencies)
Trade receivables from the Argentine Govemnment as of March 31, 2002 and 2001 amounted to 98
million and 77 million, respectively, The percentage of net revenues derived from services rendered
to the Argentine Government for the three-month periods ended March 31, 2002 and 2001, wers
approximately 3.2% in both periods. Out of the above-mentioned balances as of March 31, 2002 not
yet collected as of the issuance date of these financial statements, 92 million were past due as of
March 31, 2002. On the basis of Telefénica’s current coilaction effarts and the information available
as of the date of issuance of thege financial statements about Argentina's future economic
perspectives, Telefonica's Management has estimated the possible collaction terms and conditions
of the receivables from govemnment entities mentioned above. The estimated financial effects of the
possibla deferral of collections from such government agencies has been considered to determine
Telefonica’s allowance for doubtful accounts as of March 31, 2002, The portion of net value booked
related to these recaivahins that Tetefénica estimates will be collacted sver 12 months, which
amounts to 52 million, has been classified as noncurrent as of March 31, 2002.

Cointel and Telefonica have followed a financing policy that has combined the use of internally
generated funds with the use of third-parties and majority shareholder financing. As of March 31,
2002, Cointel’s consolidated current agsets in foreign currency are lower than current liabllitles in
foreign currency in the amount of 3,350 million (equivalent to US$1,172 miliion).

Cointel and Talefdnira have prepared their financing projectione and plans expecting to cover future
fund needs to continue their investment plan and face short and long-term debt mainly with funds
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generated by Telefénica’s operations plus. as It is possible. by the evolution of current econemic
messures, bank loans and access to capital markets; or otherwise, requesting for long-term

refinancing of their payables.

However, owing 1o the macroeconomic situation described in Note 10., as of the date of Issuance
of these financial statements, third parties’ credit ines are not available in amounts sufficient to
enable Cointel and Telefénica to, together with intemally generated funds, meet Cointel and
Telefonica’s current debt abligations. Furthermore, it is not possible to determine whether this

situation will evolve favorably in the short term.

Since early December 2001, Argentine authorities implemented a number of monetary and curency
exchange control measures that mainly included restrictions on the withdrawal of funds deposited
with banks and tight restrictions for making transfers abroad, with the exception of those related to
foreign trade and other authorized transactions.

While the restriction to transfer funds abroad (described in detail in Note 10.) provided by the Central
Bank of Argentina (“BCRA") is in foree, or should it be extended beyond August 12, 2002, Cointe!
and Telefdnica are unable to ensure that the BCRA will authorize principal payments to foreign
creditors over the repayment term and under conditions established originally. Current debt
maturities affected by this situation amount to 3,330 million. In addition, 3,155 million classified as
noncurrent in the balance sheet of such companies, result from agreements providing that the
amounts owed would become immediately due and paysble (after certain steps have been foliowed)
if other obligations are not met, as could be the cage of the current payables above.

On the other hand, TESA has advised Cointe! and Telefénica that, as of the date of issuance of
these financial statemants, it was still evaluating the Argentine macroeconomic context and
analyzing financing attematives for these companies, including the possibility of refinancing or not
over long-term its current loans to Cointel and Telefénica and, if necessary, providing additional

fingneing.

Consequently, Cointel and Telefénice’s ability to settle their payables to iocal and foreign creditors
depends upon the possibllity of obtaining financing or, if not possible, of refinancing financial
payables, as well as, if necessary, the granting of additional financing by their direct or indirect
controlling ¢companies. -

Should no financing altemnatives be available for Cointel and Tslefénica or shouild Cointel and
Telefénica not succeed in obtaining refinancing, such companies would not have sufficient funds
available to mest their current liabilities (including those disclesed as current on the balance sheets
as of March 31, 2002 of such companies and such liabilites that would tumn into current payables if
creditors claimed a default) payabls to local and foreign creditors.

Although Cointel and Telefdnica will make their best effort to obtain such financing, as of the date of
issuance of these financial statements, it is not possibie to ensure what the result of such
negotiations will be or if the restrictions for making transfers abroad will enable Cointel and
Telefdnica to settle their curent liabllitles in the normal course of business and maintain their normal
operations.

As of March 31, 2002, Cointel und Telefdniva owed a total amount of 2,621 million (approximately
LUS$920 million) to related parties, which matures until October 2002, These agreements establish
the usual commitments for these king of tranaactions, as well as clauses that establish that the
craditor may accelerate the terms of payables ("events of anticipated maturity™) If there are changes
in the companies” equity, economic and financial situation that due to their adverse nature may affect
the ability to comply with the obligations assumed in such agreements or if there are restrictions that
may limit the ability of such companies to repay their debts.

The creditor has advised Cointel and Telefénica that for the twelve-month period as from February
25, 2002, (beyond the due date of such debts): (i) the effects of the Public Emergency and Currency
Exchange System implemented in Argentina by Decree No. 1,570/01, Law No. 25,561, as
supplemented and amended, effective in Argenting shall not be considered by the creditor as an
event of default; (ii) the creditor shall not consider that. as af such date, Ioans have bacama
immediately due and payable in accordance with the sgresments and (iii) the creditor shall not
declara that debts have become due and payable for Cointel’s failure to meet certain financial ratios.
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In addition, during 2001, TESA carried out a glebal reorganization of its group operations by line of
business. As a consequence of such reorganizations, Telefénica, and consequently Cointel, no
longer holds any interest in the previously controlled companies Talefénica Comunicaciones
Personales S.A. ("TCP"), Advance Telecomunicaciones S.A. ("Advance”) and TYSSA
Telecomunicacionas y Sicternas S.A. ("TYSSA”), whose businesses were previously reorganized,

Ag from February 1, 2001 (effective date of the recrganization}, Cointel's equity interest for the Class
A and B shares in Telefénica increased from 51.0% to 62.5% and from 1.9% to 2.3%, respectively.

Atco

in March 1988, the Company acquired (through Southtel Equity Corporation {*Southtel”)) 30.0% of
Atco's capital stock. This company's corporate objsctive is to invest in the media business. The
total price of the acquisition amounted to 87.5 million. As a consequence of certain transactions,
such ownership interest decreased from 30% to 26.8%. On December 15, 2000, Shosa (Southtel's
successor company) reimbursed irrevocable capital contributions to the Company, through the
delivery of its ownership interest in Atco, which was valued at 116 milfion, related to the book value
of such ownership interest as of September 30, 2000. As of March 31, 2002, the Company's
ownership interest in Atco amounted to 26.8% and other TESA’s subsidiaries control the remalning
73.2%.

As of the issuance date of these financial statements, Atco owns, directly and indirectly,
approximately 100% of the capital stock of: a) Televigsién Federal S.A. — TELEFE ("Telefé”), owner
and operstor of Channel 11 of Buenos Aires, a broadcast televigion station, b) Compafiia de
Telavision del Noroeste S.A., a licensed broadcast television company of the city of Salta, ¢)
Compafiia Sursra de Inversiones S.A., a licensed broadcast tefevision company of the city of
Cérdoba and Neuquén, d) Televisora Tuoumana Color 8.A., e licenaed broadcast television
company in the city of Tucumdn and e) Compafiia de Television del Attantico S.A., a licensed
broadcast television company of the cities of Rosario, Santa Fe, Bahfa Blanca and Mar del Plata.

The installation and operation of broadcast TV stations in Argentina is govemned by the Broadcasting
Law No. 22,285 and other regulations, Broadcast TV companies in Argentina have to obtain a
license from the Comfer to be able to broadcast the programming signal. Telefé holds a license to
operate Channel 11 of Buenos Alres which will expire In Junuary 2003, In addition, the broadcast
televigion companies in the interior of Argentina hold ficenses, most of which were renewed in 1898
or formalities to extend such 10-year term are underway.

AC

in December 1998, Shosa acquired its ownership interest in AC. On December 15, 2000, Shosa
reimbursed irevocable capits! contributions to the Compeany, through the delivery of its ownsrship
intarest in AC, which was valued at 3,600 related to the book value of such ownership interest as of
September 30, 2000. As of March 31, 2002, the Company’s ownership interest in AC amounted to
26.8% and cther TESA's subsidiaries control the remaining 73.2%. AC holds indirect equity interest
in licensed broadcast television companias in Buenos Aires and other cities of the interior of
Argentina. .

5.2. Long-tetm ownershlp Interest in related company sold during 2001 - TyC

in October and Decamber 19897, the Company acquired {through Southtel) 20.0% of TyC’s capital
stock and votes. The total acquisition price was US$71.5 million. Additionally, in December 1997,
TyC’s shareholders made a capital contribution of 48.0 million, proportionally to their ownership
interests, to which Southtel contributed 8.2 million, which was capitalized in September 1999. On
Decamber 15, 2000, Shosa (successor company of Southtcl) reimburaed irrevocable capital
contributions to the Company, through the delivery of its ownership interest in TyC, which consist of
10,032,000 ordinary shares of $1 of nominal value and one vote per share and represent 20% of the
capital stock and votes of TyC, valued at 68.4 million related to the book.value of such ownership
interest as of September 30, 2000, including the net book vaiue of the related goodwill ag of
September 30, 2000.
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In December 2000, the Company entered into a purchase option agreement with ACH related to the
Company’s ownership interest in TyC (the "TyC Option”). The selling price of the Company's
ownership interest in TyC amounted to US$80.0 million that the Company had collected as of
December 31, 2001. Consequently, in May 2001, the Company transferred to ACH its ownership
interest In TyC and the righte and obligationa under the TyC shareholders’ agreement. The
difference between the selling price of the Company's ownership interest in TyC and its book value
as of the disposition date, according to the financial statements of such company as of March 31,
2001, amounted to 7.7. million and was accounted as a capital transaction. See Note 6.2.

TyC's shareholders agreement provided certain restrictions on the transfer of TyC shares by its
shareholders. For this reason, the Company served notice to the other parties of the above-
merilioned dgresment to communicate the tender ofter it had received from ACH, so that the other
parties were able to exercise, at their discretion, the right of first refusal estabtfished in TyC
ghareholders’ agreement. In addition, in May 2001, the Company exacuted a release agreemant
with the rest of the shareholders of TyC, ACH and other reisted entities in order to enable and
facilitate the transfer to ACH of the Company’s ownership interest in TyC, as well as other stock
transfers and the assignment of rights and obligations under the TyC shareholders' agreement.

6. CAPITAL STOCK

6.1.

6.2

6.3.

As of March 31, 2002 the Company's capital stock, after the voluntary capital stock reduction mentioned
in Note 6.3, which has been appraved by the CNV’s Resolution No. 14,060 and registration in the
Public Registry of Commeree is pending, was comprised of.

Subscribed and paid in
Common shares, face value 1:
Class "A” shares (five votes per share) 30,427,328
Clage “B” sharea (one vote per share) 374,302,032
Total 404,728,380
e

As a consaquence of the transactions described in Notes 4. and 6.3., as of March 31, 2002, the principal
shareholder of the Company is TISA, which owns 96.96% of the Company's capital stock.

Within the framework of the Contract mentioned in Note 4., and according to the transactions provided
therein and in certain reiated agreements, in December 2000, the Company entered into an option
contract to sel to ACH, one of the Company's shareholders as of auch date, acting in such capacity in
this transaction, the Company's ownership interest in TyC. In May 2001, the Company transferred to
ACH its ownerghip interest in TyC. See Note 5.2. In view that: a) the disposition of the Company’s
ownership interest in TyC was part of the Contract, b) the disposition of the Company’s ownership
Interest in TyC was made to one of the Company’s shareholders, as of such date, acting in such
eapacity, and ¢) the Company's shareholdere ag of that date agroed to transfer their equity Interest in
TyC betwesn two companies of the same group, the Company did not book any gain for the differenca
of 7.7 million between the selling price and the book value of TyC according to the financial statement of
such company as of March 31, 2001; this transaction was booked as a capital transaction and included
in “Shareholders’ equity = Non-capitatized contributions — Other contributions” as of June 30, 2001.

On January 18, 2001, the Company’s General and Special Shargholders’ Meeting approved (subject to
the authorization of the Buenos Aires Stock Exchange) a voluntary capital stock reduction proposed by
the Company's Board of Directors at their meetings held on December 15, 2000, and January 10, 2001,
through the redemption of 95,270,640 Class *B” shares of the Company of 1 nominal value each. In
consideration for the number of shares delivered, the shareholders, present in the redemption, would
recelve a proportional interest in the Promissory Note mentioned in Note 4. Thie redemption techmcal
accounting value would amount to about US$4.15 per share plus interest acerued on the face value of
the Promissory Note calculated from December 15, 2000, through the day immediately preceding the
beginning date of the exercise share redemption period, December 11, 2001 (the “Cutoff Date”) divided
by the maximum number of shares to be repurchasad, in this case, 95,270,840 shares. Additionsally, the
Generst and Spacial Shareholders' Meeting of the Company deicgated in the Company s Buard of
Directors the calculation of the final technizal accounting value per share as of the Cutoff Date under a
formula approved by such Shareholders’ Meeting. The Company's voluntary capital stock reduction was
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subject to the approval by the Buenos Aires Stock Exchange, as a precedent condition, and therefore,
would not be effective until such approval was obtained. On July 20, 2001, the CNV advised to the
Company that, in order to continue the process of the voluntary capital stock reduction, the Company
would have to obtain a new congent from the noteholders, which was obtained on November 12, 2001,
as described in Note 7.

On the other hand, the Regular and Special Shareholders' Meeting of November 2, 2001, at the
adjournmant of November 15, 2001, ratified the terms of the capital stock reduction approved on
January 18, 2001, with certain amendments.

On December 6, 2001, the Company's Board of Directors decided that the date for establishing the
redemption technical accounting valuve for the Company's shares would be December 11, 2001, and
determined the redemption technical accounting vahie at US$4.486 per share. Furthermore, the
Company’s Board of Directors determined that on December 21, 2001, the period for participating in the
Company's voluntary capital reduction would end. The only shareholder taking part in such reduction
was ACH, who participated with all its shares, 85,270,640 Class B common shares ("the Shares”).

The final amount of the reduction was allocated to proportionately reduce the capital stock and each
shareholders’ equity account by 19.05% and the difference between the book value of 19.05% of the
Company's caplital stock (calculated on the bagis of the Company's shareholders’ equity as of
September 30, 2001, after deducting imevocable capital contributions of 2,000,000) and the redemption
value of such shares (calculated on the basis of a value of approximately US$4 486 per share) was
allocated to reduce the batance of the reserve for future dividends account until the balance was
exhausted and the remaining amount to unapprapriated eamings.

On December 7, 2001, the CNV informed the Company ite decieion to canact partially the public bidding
authorization granted to the Company for an amount of 85,270,640, being 404,729,360 the outstanding
capital stock authorized for such bidding. Furthermore, as of such date, the Buenos Aires Stock
Exchange granted its final approval to the voluntary capital stock reduction. To facilitate the transfer of
the Shares to the Company and the Promissory Note to ACH; the Company, BBVA Banco Francés S.A.
(acting as withholding and reporting agent) and ACH antered into an agreement on Dacember 27, 2001
whereby (i) the Company delivered the Promlssory Note and amendments to BEVA Banco Francés
S.A., (i) BBVA Banco Francés S.A. had to deliver the Shares to the Company in the following buginess
exchange day; and (ili) BEVA Banco Francas S.A. had to transfer to ACH the Promissory Note once the
trangfer of the Shares to the Company has been recorded on the book entry system of Caja de Valores
S.A. On December 31, 2001, the Shares were effectively registered under the Company's name and,
consequantty, BBVA Banco Francés S.A. delivered the Promissory Note and amendments to ACH.

On January 11, 2002, the Company's Board of Directors decided to make available all necassary
mechanisms for the effective cancellation of the shares received from ACH. As of the date of issuance
of these financial statements the registration of the voluntary capital stock reduction with the Public
Reqgistry of Commerce is pending.

On the other hand, the Participating Shareholders had requested the Company's Board nf Nirectors to
call & special shareholders’' meeting to resolve the withdrawal of the Compary shares from the public
offering regime and the delisting thereof from the Buenos Aires Stock Exchange. Consequently, after
several analysle, on April 5, 2001, the Company filed an application with the Buenos Aires Stock
Exchange for preliminary authorization of the delisting of its shares. As of the date of issuance of these
financial statements, such pronouncement remains pending.

As of the date of issuance of these financial statements, and according to the provisions of Decree No.
877/01 and general resolutions issued by tha CNV in connection with such decree, the Company is
evaluating the alternatives to carry out the withdrawal of the Company shares from the public offering
regime and the delisting thereof from the Buenos Aires Stock Exchange. See Note 11.3.e,

ISSUANCE OF NEGOTIABLE OBLIGATIONS NOT CONVERTIBLE INTO SHARES

The General and Special Shareholders’ Meetings held on April 28, 1995 and December 27, 1996,
respectively, and the General and Special Shargholders’ Meetings held on June 30, 1998, December 4,
1998, and April 29, 1899 approved the issuance of Negotiable obligations not convertible into shares, for a
total amount of up to US$500 million and US$400 million, respectively, and empowered the Board of
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Directors to determine the terms and conditions, inciuding the issuance date, price, interest rate and place
and terms of payment. On November 2, 2001, the General and Special Shargholders’ Meeting approved the
cancellation of up to US$400 million program of Negotiable obligations. Additionally, such meeting, during its
adjournment of November 15, 2001, approved the partial cancsllation in the amount of US$482.9 million of
the US$500 million Negotiablo obligations program.

On February 24, 1897, the Company issued three series of Negotiable obligations for a total of US$325
million and 175 millian, which have been partiaily and totally repurchased and/or repaid during the years 2001
and 2002 as described in thig note, under the US$500 million program, on the following terms:;

U$$500 million program (1)
Princlpal
amount Principal amount interest rate Paymant of Situation as of March 34,
{In miillons) ropayment % interest 2002
Series A February 2002 8.50 February and Totally repaid (2)
us$100 August of sach
year
Series B February 2007 9.75 February and Partially repaid (2)
us$225 August of each
year
Series C February 2007 11.25 February and Totalty repaid (2)
$178 August of each
year

(1) It was partially cancelied up to the amount of US$17.1 million as approved by the General and Special
Shareholders' Meeting held on November 2, 2001, at its adjoumment of Novemnber 15, 2001.

{2) As a consaguance of the repurchases and repayments of Negotiable obligations made during the years 2001 and
2002 described in this note, the balance of the Negotiable Obligations for US$500 million as of March 31, 2002,
amounts to US$7.8 million, which corresponds to Series B.

The creation of these Programs and the Public Offerings of Negotiable obligations were authotized by the
CNV. The net proceeds from the issuance of the Negotiable obligations were used to refinance bank
borrowings. - .

As a consequence of the transfer of the Company's shares to TESA, as explained in Note 4., that
materialized a *Change of Control® as deflired in the Negotiable obligations issuance terms and conditions;
and as provided in such terms and conditions, the Company has granted to the noteholders the right to
request the Company to repurchase their Negotiable obligations at a purchase price in cash equal to 101% of
the principal amount theraof plus accrued and unpaid interest through February 14, 2001 (*the Repurchase
Date®). Therefore, on the Repurchase Date and in March 2001, the Company repurchased part of such
Negotiable obligations for a face value of 464.9 million, and had to pay 469.5 million plus interest and
applicable taxes. The funds required to repurchase the bonds were obtained through 2 loan from TISA In the
amount of US$530.1 million. See Note 11.3.d. Additionally, In August 2001, the Company declded to accept
an offer to repurchase the balance of Series C, whosse face value amounted to 0.3 million.

On July 20, 2001, the CNV advised to the Company that, in order to continue the process of the voluntary
capital stock reduction described in Note 6.3., the Company would have to obtain a new consent from the
notehoiders in view that the structure approved by the Regular and Specia! Shareholders’ Meeting held on
January 18, 2001 differs from the one approved by the noteholders in their respective meetings of
noteholders. Consequently, on Qctober 8, 2001, the Company's Board of Directors resolved to call a Special
Series A and B Noteholders’ Meeting to be held on October 30, 2001, which was celebrated in second call on
November 12, 2001, to requust @n authorization 1o eliminate and/or modify certain commitments assumed in
connection with the issuance terms and conditions of such negotiable abligations (“the Authorization®).
Additionally, on October 12, 2001, the Company’s Board of Diractors resolved to repurchase Series A and B
negotiable obligations from its noteholders ("the Purchase Offer”), at a purchase price, in cash, equivalent to
100% of the principal amount {*the Repurchase Price”) plus interest accrued and unpaid through the day
immediately preceding to the repurchase date (‘the Second Repuictiase Date”). As a resuit of the Purchase
Offer on November 13 and December 5, 2001, the Company repurchased Negotiable Obligations for a fecs
value of US$20.3 million plus interest accrued and retated taxes. The funds required to repurchase
negotiable obligations were partially obtained through a loan from TESA in the amount of US$11 million. The
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cost derived from the above-manticned repurchase, including legal and technical advisory fees and
authorization fees, amounted approximately to 1 million, which had been accrued as of Dacember 31, 2001.

On February 12, 2002, tha Company canceiled the balanca of the principal of Negotiable Obligations Series
A, which amounted to US$7.0 million and interest acerued as of such date.

After the repurchases and repayments mentioned above, the Company has cancelled and repurchased
approximately 98.5% of the Negotiable Obligations for a face value of 492.4 million. In connection with the
above described issuance, the Company has assumed certain commitments usually undertaken in
transactions of this kind. The Prospectus related to the issuance of Negotiable obligations gives detailed
information of the condition of issuance, which have been modified and/or eliminated according to the
authorizations obtainad from the Special Noteholders' Meeting hield on November 12, 2001. The main
effective commitments as of the issuance date of these financial statements, are among others: limitation on
liens with certain exceptions, filings of financial statements and other communications and reports and
malntenance of ail government authorizations and approvals. As the Company intends to repay the
Negotiable obligations during the next twelve months, it has classified the principal amount of US$7.8 million
as Curmrent bank and other financiaf payables as of March 31, 2002.

On April 8, 2002, the Buenos Aires Stock Exchange notified the Company about cancellation of the
authorization to list Series C and partial cancellation of Serles B, as requested by the Company, restricting
the listing authorization to the amount of US$7.6 million,

As of the issuance date of these financial statements, the Company has complled with all the commitmenta
darived from the issuance of Negotiable Obligations and its amendments.

COMMITMENTS AND CONTINGENCIES
8.1. Reguiatory mattars

a) Through Cointel, the Company is a member of the Main Core of the Telefonica awardee Consortium,
As of March 31, 2002, the Company holds a direct 50.0% interest In Cointel's common stock.
Decree No. §2/90 of the National Executive Power, as amended, provides that Regulatory
Authorities must approve in advance any transfer of the Company’s 20% interest in the Main Core of
Cointel (the same requirement applies to the 10% interest of TISA in Cointe!). Cointel's common
shareholders existing as of the takeuver of Entel, as a group, may not reduce their total holding to
less than 51.0% of the total capital with voting rights of Telefonica without first obtaining approval
from the regulatory authority.

b} Legal reserva:; in accordance with the Business Associations Law, the Company’'s bylaws and
General Resolution No. 368 of the CNV, 5% of the year's Income must be appropriated to a legal
reserve untll such regerve equals 20% of adjusted capital slock.

¢) The Company has requested approval of certain transactions from the Comfer, including the
acquisition of an interest in Cabievision, among others. The Company expects that such epproval
will be obtained in dus caurse,

d) With respect to the commitments and guarantees related to the issuance of negotiable obligations
and other payables, see Notes 7. and 11.3 d.

8.2. Guarantees granted

In connection with the disposition of companies in which the Company maintained ownership interests
during the years ended December 31, 1986 to 2001, the Company has agreed to indemnify tha
purchasers for any omitted liability at ime of sale subject to the amounts and terms specified in sach
contract. As of March 31, 2002, the Company does not know of any circumstance that could generate
future losses and consequently, that should be booked as of such date.
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8.3. Litigation

As of March 31, 2002, the Company is not party to any legal proceedings initiated against it whose
resuits might materially affect the Company’s financial condition or the results of its operations and,
consequantly, should be booked as of March 31, 2002. The Company's related companies are party to
various lawsuits in the ordinary course of their business. In the Company's opinion, the litigation in which
the Company’s related parties are currently involved, indlvidually and in the aggregate, would not have
any material effect on the Company'’s financial position or results of cperations.

SHAREHOLDERS’ EQUITY

As of March 31, 2002, due to the sHuation described in Note 10., the Company carmies accumutated losses
amounting to 2,007 million and negative sharehoiders’ equity amounting to 1,481 million. Shouid the
situation remain unchanged in the annual financial statements as of December 31, 2002, the Company would
fall under the conditions for dissoiution due to the loss of its capitai stock set forth in Section 984 of the
Businees Ascociationa Law ("LSC"). As of such Jule the Company's sharehcidgers will have to assess the
measures to be taken to revert the situation explained above. The Company’s Management is continually
assessing the development of the above-mentioned situation and its impact on the Company’s financial
position and results of operations.

As of the date of issuance of these financial statements, the Company cannot provide any assurance that,
should the situation described above oceur, its shareholders would decide to recapitalize it nor that the
Company, cansequentty, would be able o maintain the crdinary deveiopment of its operations.

EFFECTS OF THE DEVALUATION OF THE ARGENTINE PESO AND OTHER CHANGES IN
ECONOMIC CONTEXT

Since early December 2001, Argentine authorities implemented a number of monetary and currency

exchangs control measures thal mainly inciuded restrictions on the free disposition of funds deposited with
banks and the tight restriction of transferring funds abroad, with the exception of transfers related to foreign
trade and other authorized transactions. Later, the Government declared the official default on foreign debt
payments. On January 6, 2002, the Argentina Congress approved Law No. 25,581 on Public Emergency and
Currency Exchange System Reform that introduced dramatic changes to the economic modal implemented... .
until that date and that amended the Convertibility Law (lhe curency board that pegged the Argentine peso at
parity with the US dollar) approved in March 1991. The new law empowsrs the Federal Executive Power to
implement, among other things, additional monetary, financial and exchange measures to overcoma the
economic crisis in the medium term.

Decree No. 71/2002 of the National Executive Power established an “official® exchange system, mainly for
expurts, certain impons, and bank debts, and the “freely floating” exchange market for the rest of the
transactions, which was regutated by the BCRA. Official exchanga rate was established at $1.4 to US$1 and
the exchange rate of the “free” market, as of the close of business of the first day after the exchange market
(which had been suspended from December 23, 2001) reopened {January 11, 2002), was about $1.80/81.70
to US$1 (bid price).

Other regulations were issued subsequently, amending some of the above-mentioned regulations. The main
aspects of such other regulations as of the approval of these financial statements are:

(8) as from February 8, 2002, pursuant to Decree No. 260/02, the officially exchange rate system was
replaced by a single and free foreign exchange market system, through which all foreign exchange
transactione are to ba channeled. As of May 13, 2002, the exchange rate on such market was 3.25
Argentine pesos to each US dollar, selling price.

(b) the conversion inte pesos of all obligations, whatever their cause or origin, to provide sums of money
gtatad in US dollars or ather foreign currency outstanding at the time of enactment of Law No, 25,561, as
well ag bank deposits in foreign currencies; deposits were switched at the exchange rate of US$1 = $1.4,
while obligations stated in foreign ¢urrency undartaken in Argentina until January 6, 2002, were switched
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at the exchange rate US$1 = $1; the deposits and debts thus converted into pesos are to be
adjusted by the benchmark stabilization coefficient that will be published by the BCRA, such
cosfficient is to be applied as from February 3, 2002 (publication date of Decree No. 214/02) or
the wage adjustment index, depending on the nature of the obligation, plus a minimum set
interest rate for obligations towards the financial system.

(c) issuance of a bond by the Argentine Government to compensate financial institutions for the difference
generated by the application of the exchange rates mentioned above;

(d) de-dollarization of most obligations originally denominated in foreign currency and governed by Argentine
law, as of January 6, 2002 at a $ 1 = US$ 1 rate and subsequent adjustment through the benchmark
stabilization coefficient in the terms described in (b), or the wage adjustment index, depending on the
nature of the obligation plus a minimum sct interest rate for cbligations towards the financial system;

(e} de-doliarization of public service rates which were originally agreed upon in US dollars at a $1=US$1 rate
and subsaquent renegotiation on a case-by-case basis;

{f) prior authorization by the BCRA will be required until August 12, 2002, for the transfer of funds abroad by
companies of the private sector, among others, to satisfy financial loan interest and principal payments
and, subject to certain exceptions, the distribution of dividends or profits. Such exceptions refer to ()
payment of the principal of debts contracted with multilateral entities and official and officially recognized
credit agencies or banks participating in investment financing projects co-financed by such intemational
entities; (i) payment on due date of the principat on debt bonds refinanced for a minimum of 180 days and
whenever such refinancing covers at least 80% of the unpaid principal; (jii) payment on due date of the
principai on financial loans granted by foreign banks, parent companies or subsidiaries which have been
refinanced for at lcast 180 daya; and (iv) payment on due date of the prinuipal on financlal loans granted
by foreign banks, parent companies and subsidiaries which have been refinanced for at least 180 days
covering at laast 80% of the unpaid principal amount. Alternatively, in the cases of (i) and (iv) above, the
requirements will be deemead met If a new foreign financing is obtained for a term no shorter than 180
days and for an amount no lower than 80% of the unpaid principal within the related three-month period.
The exceptions mentioned in (ii) to (iv) above have been temporarily suspended;

(g) suspension of dismissals without a just cause for a 180-day period, as of January §; 2002, and
penalization whereby the amount of the termination pay provided for in labor régulations would be double,
should employees be dismissed during such term;

(h) suspansion for two years of tha [aw on depasits intangihility or until the time the Executive Power
considers the financial emergency to be concluded;

(1) declaration of a state of emergency to last until December 10, 2003, covering production and credit
aspects, which implies among other issues:

1) the suspension, from February 14, 2002, and untit December 10, 2003 or before, depending on
Executive Powser dacision, of foreclosure an collateral for financlal debt that in any way may result in
the transfer of control of companies in insolvency proceedings or their subsidiaries;

2) the suspension, during 180 days as from February 14, 2002, of (i) all court-mandated and out-of-court
foreclosures, including of morigages and security agreements of any origin, whethaer for dabtors in
Insolvency proceedings or any other private-sector debtors (i) the process of bankruptcy petitions,
without preciuding the precautionary measures to protect the integrity of the debtor's agsets, and (lii)
precautionary measures, whether priorly standing or newly pruvided, involving those assets
indispensable to the debtor's normal course of business;

3) the extension of the exclugivity period in all Insolvency proceedings governed by Law No, 24,522 and
initiated before February 14, 2002, for at least 180 days beyond the such period's original expiration
date or from the end of the fast extengion granted. For new insolvency proceedings, the exclusivity
period is extended to 180 days that may be extended a further 180 days (in both cases, this refers to
courts working days).

4) suspension for a 180-day term as of February 14, 2002 of all suits, precautionary measures, and
foreclosure procesdings on loans, debts, deposits, and financial reprogramming affected by the new
aconomic regulations with certain exceptions.
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As of the date of issuance of these financial statements, the National Executive Power is still analyzing
supplemsntary policies that will define, among other things, the way in which secured loans in US dollars
refated to the local public debt swap will be switched into pesos and the way in which external private debt
payments will be made.

On the other hand, and as a consequence of the changes implementad from January to Aprii 30, 2002, there
was an increase in the Argentine consumer price index of 21.1% and an in¢rease in the Argentine wholesale
price Index of 60.7% according to the information provided by the INDEC (Argentine Institute of Statistics and
Census).

As provided in the Public Emergency and Currancy Exchange System Reform Law, the loss resulting from
applying the new exchange rate to the net position of assets and liabilities in foraign currency as of January
6, 2002, which amnunted to 358 million, will be deductibie from income tax gt the rate of 20% pet annum over
the five fiscal ysars ending afier the Law’s effective date.

Under US (GAAP, the exchange rate sffective as of the date of revpening of the exchange market (January
11, 2002), which amounted to 9198.4 million, including 570.1 million corresponding to the estimated effect of
the devaluation on Cointel's and Telefdnica's shareholders’ equity, calculated based on the Company's
ownership interest in such companies, should be used for the valuation in Argentine pesos of foreign
currency assets and llabilitias as of Decamber 31, 2001.

The het consolidated position of assets and liabllities in foraign ritrmency that generates effects as a -
consequence of the devaluation is discloged in Note 15.4. The estimated effect of the above-mentioned
devatuation on the Company’s net payables in foreign currency maintained during the three-month period
ended March 31, 2002 and on Cointel and Telefénica’s net consolidated payables in foreign currency
maintained during the three-month period ended Mareh 31, 2002, calculated in proportion to the Company’s
ownership interest in such companies, and on the basis of exchange rates effective as of March 21, 2002,
gives rise to & negalive exchange difference ot about $1,844 million, net of the capitalized exchange
differences mentioned in Note 2.6.c)1.

The effacts of the racent govemmental announcements, over the Company’s shareholders’ equity, the
Company’s investment in Cointel and the related goodwili and the Company's financing plan, are disciosed in
Notas 9., 2 6 r)1. and 11.3.d,, respectivaly. Additionally, the respective effects over Telefonica’s centain
noncurrent assets and Cointel and Telefénica’s financing plan are disciosed in Note 5.1.a).

These financial statements include the effects derived from the new economic and exchange policies known
as of the date of issuance of these financial statements. All the astimates made by the Company’s
Management have been made considerng such policies. The effects of the additionally measures that could
be impiemented by the Government or the instrumentation of the measures praviously adopted, will be
reported in the financial statements when they become known,

ACCOUNTS AND TRANSACTIONS WITH RELATED COMPANIES

11.1.0utstanding balances with related companies

As required by the Argentine Business Associations Law (Article 33 of Law No. 19,550), the outstanding
balances with related companies as of March 31, 2002 and 2001 are iisted below:

2002 2001
Current receivables

Telefbnica S.A. Sucursal Argantina ("TESA Arg.") 24,031,055 (1) 12,746,137
Cointet - 14,520
ACH (2) - 405,660,537
Citibank N.A. (2) . 50,780
24,034,055 418,471,974

L - 1 3 b —

(1) Includes 14.6 miftion matured as of March 31, 2002 (sea Note 16.) and 12.4 mifllon maturing until Juna 2002, Accnuing no
Intarest. Ses Note 11.3.a.
{2) As of March 31, 2002 ACH and Citbank N.A. are no longer related companies of the Company. See Nam R 3
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2002 2001

Current payables
TISA 1,431,475510(9) 494,080,576
Telefénica 21,144,780 (2 -
AMICH (3) , - 827,450
1,452,620,290 494,918,026
WESSTERIE TR B EERRTIT

(1) Witk a one-month term maturity, sceruing intsrest at a nominal rate of 8.8¢% per annum. See Nots 11.3.d,
(2) Maturing in April 2002, accruing inferest at 8 weightad aversge nominal rate of 20.6% par ennum. See Notas 11,3.d. and 18.
{3) As of March 317, 2002, AMICH s no lenger a retated company of the Company. See Note 6.3.

11.2.The fransactions made with related parties during the three-month pariods ended March 31, 2002
and 2001, are as foliows:

Interest and commiasions - Foes for servicas rendsred
Company Income (Expenso) _(received)
2002 2001 2002 2001
TESA Arg. (1) - - 11,701,317 12,300,110
TISA (2) £23,340,860) (4,943,802) - -
Teilefénica (2} {384,541) - (20,228) -
ACH (3) - 8,814,716 - -
(23,734,821} 3,870,914 41,681,089 12,300,110

{1) Net of tumover tax.
(2) SeaNots 11.34d,
(3) A= of March 31, 2002, ACH is no longer a ratated company of tha Company. See Note 6.3,

During the three-month periods ended March 31, 2002 and 2001, the Company did not collect any
dividends from its affillates,

11.3.Additionally to the transactions mentioned in Notes 4, and €., the other reiated party transactions
are the following: .

a. On Aprit 24, 1997, the Company sighed an agreement with TESA Arg. pursuant to which the
Company committed to provide TESA Arg. with financial advice, assistance In analy2ing investment
projects and other services related to TESA's duties ag Operator undar the Telefénica management
contract. The amount of the fee payable by TESA Ary. to the Company for such services equals
one half of the management fee recsived by TESA after deducting taxes and expenses. Pursuant to
the Telefnics management contract, the annual management fee which is calculated at 9% of
Telefénica's net income before deduction of, amang other things, depreciation, financial expenss,
income tax and the management fee itself through April 30, 2003, is then to be reduced to between
1.5% and 5.0%, as agreed by TESA and Telef6nica. In addition, at the expiration of the above term,
the Operator is entitied at its sole discretion to an additional five-year extension to April 30, 2008,
subject to the renegotiation of the managemant fee within the limite catablished in the Tulu(Gnica
management contract and above-mentioned. Fees for services rendered under the financial advisory
and services agreement with TESA Arg. (net of tumover tax) amounted to 11.7 million ang 12.3
million for the three-month pericds ended March 31, 2002 and 2001, respectively, and are included
as "Feas for services rendered to related parties, net” in the statements of income. The related
receivables, which amount to 24.0 miifion and 12.7 miilion sre included in "Receivables from related
partias” iy the balance shests as of March 31, 2002 and 2001, respectively. See Note 18.

b. Asof March 31, 2001 the main bank balances, net, with related parties amounted to 1.2 million with
Citibank N.A. = New York and 0.1 million with Citibank N.A. — Buenes Aires. As of March 31, 2002,
Citibank N.A. is not longer a related company of the Company. See Note 6.3,

¢. Effective July 1896, the Company entered intn a lease sgreament with en sffiliate of Repablica
Holdings whereby the Company rents the office, comprising its registered office in Buenos Aires for
a term of six years. Additionally, the Company signed an amendment to the above-mentioned
agreement for which the Company has an option to extend the lease tarm unti) July 2005. Ag of
Mareh 31, 2002, Republica Holdings is not ionger a related company of the Company. See Note 6.3
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d. On February 12, 2001, the Company received a loan from TISA in the amount of S$530.1 million,
which accrued interest at LIBOR plus 2 2.25% per annum (“the differential™) for a term of one month,
renewable automatically on a monthly basis unless the parties nolify in writing, at Isast three days
before due date, that they do not intend to renew the agreement. TISA is entitied to modify the
differential provided it natifies the Company of this decision at lsast three business days before the
end of each interast period. Subsequently, on February 14, 2001, the Company made early
repayment to TISA of this loan for an amount of US$37.9 million, On January 11, 2002, the
Company and TISA entered an amendment to the loan agreement whereby the differential was
increased to 7% per annum and which provided for interest capitalization. During January, Febryary
and March 2002, TISA decided the capitalization of acenied interests as of each due date. The
1unds loaned by TISA and TESA were used to partially repurchage the Company Negotiable
Obligations, as described in Note 7. and the interest acrried and outstanding aa of such repurchaze
dates.

Through a lettsr dated November 5, 2001, TISA had informed to the Company that it was it firm
intention not to require the repayment of the princlpal amount of the outstanding loan untit December
31, 2003. Subsequently, through a letter dated February 25, 2002, TISA notified that the enmmitment
assumed by such company, mentioned in the lefter dated November 5, 2001 was no longer effective,
Consequently, the Company has classified such {oan as “Current liabilities — Accounts payabie to
related parties” as of March 31, 2002.

According to the above-mentioned, as of March 31, 2002, the baliance of the principal related to
TISA’s loan, after the interest capitalization mentioned above, amounted to US$499.9 million
(equivalent to $1.425 million as of March 31, 2002). In obtaining the above-menliuned loan, the
Company has assumed certain commitments, mainly involving limitations on the sala of assets,
limitations on liens of certain assets, limitations on the Company eor any of its affillates becoming a
party in merger or spin-cff operations, with certain exceptions. In addition, the loan shall forthwith
become due and payabie; 1} upon the Company defaulting on any of the commitments assumed
under the loan agreement, 2) in the event of any change in the Company’s controlling eharcholder, 3)
It the Company o its affiliates are unable to comply with their obligations, 4) changes in the
Company's main business activity, 5) if the Company or any of ils affiliates lose the govemment _
licenses obtained and &) if there are changes in the Company’s equity, economic and financial
situation that due 10 their adverse nature may affect the Company's ability to comply with the
obligations agsumed in the agreemeant or if there are restrictions that may limit the ability of the
Company to repay ita debts. Through letter dated on February 25, 2002, TISA, has advised the
Company that for the twelve-month period as from February 25, 2002, (beyond the due date of such
debt): (1) the effects of the Public Emergency and Currency Exchange System implemented in
Argentina by Decree No. 1,570/01, Law No. 25,561, as supplemented and amended, effective in
Argentina shall not be considered by the creditor as an event of default; and (ii) the creditor shali not
consider that, as of such data, an gcceleration event has been verified under the agreement
regarding restrictions that may limit the Company's ability to make the payments due under the
agreement with TISA.

Additionally, during the three-month period ended March 31, 2002, the Company received loans from
Telefénica for US$5.8 million and 4.8 milllon. As of Mareh 31, 2002, the book value of the above-
mentioned loans amount to US$5.8 million (equivalent to $16.5 million as of March 31, 2002) and 4.7
millian, corregponding to principal amount pius gccrued interests as of that date.

As of March 31, 2002, current assets in foreign currency are lower than current liabilities in foreign
currency in the amount of appraximatety 1,475 million (squivalent to US$517 million as of March 31,

2002).

The Company is evaluating Cointel's financing needs considaring the Argentine economic situation
and the cument difficulties to have access {o credit. See Note 2.8.¢)1.

The Company has prepared its financing projections and plans expecting to cover future fund needs
to face short debt mainty with funds generated by operations plus, as it is possible, by the evolution
of current economic measures, bank loang and access to capital merkets: of otherwise, requesting
for long-term refinancing of its payables,




However, owing to the macroeconomic situation described in Note 10., as of the date of issuance of
these financial statements, third parties’ credit lines are not available in amounts sufficient to snable
the Company to, together with internally gensrated funds, meet current debt obligations.
Furthermore, it is not possible o determine whether this situation will evoive favorably in the short
tarm

On the other hand, TESA has advised the Company that, as of the date of issuance of these
financial statements, it was still evaluating the Argentine macroeconomic context and analyzing
financing altematives for tha Company, including the possibility of refinancing or not over long-term
its current loans to the Company and, if necessary, providing additional financing.

Consequently, the Company's abllity 1o settle its payabies to local and foreign ereditors depends
upon the possibility ot obtaining financing of, if not possible, of mfinancing financial payables, as welt
as, It necessary, the granting of additional financing by its direct or indirect controliing companies.

Should no financing altematives be available for the Company or should the Company not succeed
in obtaining refinancing, the Comparny would not have sufficient funds availabie to meet its current
liabilities payable to local and foreign creditors.

Aithough the Cempany will make its best effart to abtain such financing, as of the date of issuance of
these financial statements, it is not possible to ensure what the result of such negotiations will be or if
the restrictions for making transfers abroad will enable the Company to gettle its current liabilities in
the normal course of business and maintain its normal operations.

. On May 28, 2001 the Nationa! Executive Fower 15sued Deacree No. 877/01 under which TISA may

declare its will to acquire all of the Company’s capital stock owned by third parties. Likewise, any
minority shareholder may demand that the controtling shareholder make a purchase offer to the
Company’s minority shareholders, in which case, the controlling sharsholder could make an
acquisition of the Company's capital stock owned by third parties. Should any of the above
transactions be conducted, ance the acquisition has been completed and the procedure established
has been met, the Company would be automatically defisted frem the share public trading and listing
system, through the fulfiliment of certain formalities provided by the decree.

12. CHANGE IN THE CORPORATE NAME

13!

The Company's General and Special Shareholders’ Mesting held on January 18, 2001, approved the
corporate name change from CEI Citicorp Holdings Sociedad Anénima to Telefdnica Holding de Argentina
S.A. The Company had requested approvai of the corporate hame change from the CNV, which was granted
onh March 6, 2001, and the CNV sent the file for registration of the corporate name change with the Public
Registry of Commerce. On April 18, 2001, the comporate name change was registared with the Public
Regixtry of Commarce.

SUFPPLEMENTAL CASH FLOW INFORMATION

in the statements of cash flows for the three-month periods ended March 31, 2002 and 2001, cash and cash

equivalents are comprised of:

2002 2001
Cash 120.938 331,437
Shaort term investments (ariginal matunty 90 days or less) . 14,815,568 (1)
Cash and cash equivalents 120,938 14,047,005

(1) See Note 15.2.
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15.

ACCOUNTING PRINCIPLES FOLLOWED BY THE COMPANY

These financtal statements are presented on the basis of Argentine GAAP. Certain accounting practices
applied by the Company that conform with Argentine GAAP do not conform with US GAAP.

The Company has not presented 2 reconciliation of the effect an ths aceompanying financial statewnerts for
the tnes-montn penod ended March 31, 2002 of the differences between Argentine and US GAAP, The
reconciliation for the three-month period ended March 31, 2001 ig included in the Company's Financial
Statements for that period filed by the Company with the SEC.

OTHER FINANCIAL STATEMENT INFORMATION
The foliowing tables present additional financlal statemant disclosures required under Argentine GAAP:

investments i shares, bonds issued in serigs and holdings in other companies.
Other investments.

Intangible assets and defefrad charges.

Foraign cumrency assets and liabilities.

Administrative expenses.

AN
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15.1. INVESTMENTS IN SHARES, BONDS ISSUED IN SERIES AND HOLDINGS IN OTHER
COMPANIES (stated in Argentine pesos — see Note 2.3.)

2002 2001
Denomination Facs Inflation Value by equity Book Book
and features of securities Clasy value Amount adjusted cost msthod value value
NONCURRENT
INVESTMENTS (1)
investments valued by the
aquity method:
Coirtel Cemmon :
Class "A” 0.1 2,245,384 140 828,277,362 . - (2) 697,331,851
Class 5" 0.1 407,817,358
Tve . . . - - - 35,444,094 (4)
Alco - - - - - - - 9 ®
Subtotal - 732,775,045
Investmants vatued at
recovereble value:
Atco Common 1 82,824,771 116,020,131 - 3 -
AC Common 1 3,600 3,800 - )] -
Subtotal - -
Total noncurrant investments - 732,775,545

Q)
2

@)
(4
®

See Notes 2.8.¢) and 5.

See Note 2.6.¢) 1. The Company’s ownership interest In Cointel's negativa shareholdss’ squity as of March 31, 2002, which amounts to 308.6
million, i disciosad undar *Other ligbilities”.

See Note 26.¢) 2.
Net of intarcompany gaing (losses).

Includes cartain adjustments made by the Company for approximately 11,3 miliion, Sae Nota 2.6.c)1.
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INVESTMENTS IN SHARES, RONDS ISSUED IN SERIES AND HOLDINGS IN OTHER

15.1.
COMPANIES (stated in Argentine pesos - see Note 2.3.) (Cont.)

Information on the Issuer
Latsst financial statements

penomination and Capital Neotlncs  Shareholders’ Total % held
features of securities _ Main business Dats stock (2) @2 equlty (21 _ in voting stock
NONCURRENT
INVESTMENTS
Cointel Investments 03-31-02 531 (1,9684) (533) 50.0% (1)
Financial statements used for valuation by the equity method
Denomination and Closing Duration Auditors’ .
features of securities Year-end date of the period report date Scope Auditors’ report
NONCURRENT
INVESTMENTS
Cointel 08-30 03-31-02 6 months 05-14-02 Limited review  With findings (3)

(1) Relates to common stoek,

(2) Stoted In million of Argentine pesos.

(3) Includes emphasiz-of-a-matter paragraphs related to the recoverabitity of the amount booked of certain noncurrent assets as of
March 31, 2002, and Coitel's and Telofénica’s ability to repay thair financlal liabilities and rnntinue as a poing concam.
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15.2, OTHER INVESTMENTS (stated in Argentine pesos - see Note 2.3.)

2002 2001
Main account and features Book value Book vaiue
CURRENT INVESTMENTS
US Dollar deposits - 14,608,910
Local currency deposits - 6,658

Total current investmants -

14,615,568

g o e
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INTANGIBLE ASSCTS AND DEFERRED CHARGES (stated in Argentine pozos - ¢¢¢ Note 2.3)

2002 2001
Original vaiue Amortization
At beginning of
year and end of At beginning of  For the At and Net book Net book
Main account period year period of pariod valus value
Goodwili ~ Cointel (1) 365,690,841 88,735,284 4,440 485 93,175,770 272,515,071 280,277,018
lasuance cost of
Negotiable obligations
and long-term financing 27,829,370 27,744,406 15,603 27,760,009 169,361 618,581
Goodwill - TyC - - - - - 36,425,220
Total 2002 363.620.211 116,479,690 4,456,088 120,935,779 272,684,432
Total 2001 437,102,204 104,726,042 5,055,343 109,781,385 327,320,819

(1) See Note 2.6.g).




15.4.

Current assefs

Casgh

Short-term investments

Receivables from related
parties

Tatal assats

Current liabllities

Accounts payable to
related parties

Bank and other financial
payables

Other payables

Accounts payable and
accrued liabliities

Total llabliities

(1) US dollars.

2002

FOREIGN CURRENCY ASSETS AND LIABILITIES

2001
Amount in Amount In
foreign Exchange Book amount foreign Book amount
currency (1) rate (in pesog)  currency (1)  (in pesos)
43,125 275 118,584 - -
- - - 14,608,910 14,608,810
- - 418,471,974 418471874
118,584 433,080,884
508,051,617 285 1,447,847 108 404 918,026 404,918,026
7.647,118 2.85 21,794,288 35285101 35,285,101
1,037,552 2.85 2,957,023 83,905,281 83,905,281
732,822 2.85 2,088,543 . -
1,474,788,082 614,108,408

STTTECEST =

Py p— —
-2 i3




15.5. ADMINISTRATIVE EXPENSES (stated In Argentine pesos - see Note 2.3.)

Administrative expenaes
Account 2002 2001
Fees and payments for professional
services 342,278 137.668
Maintenance and office rental 380,472 318,788
Other 57,338 101,839

Total 780,088 556,284

e o e o = e e s o v o
e smaokma=
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16. SUBSEQUENT EVENTS AS FROM MARCH 31, 2002 TO MAY 14, 2002

Payables to and recelvables from related parties

On April 15, 2002, Telefénica assigned to TESA Arg. three loans, plus interast accrued as of such date, in the
amount of 2.6 million, 1.1 million and 1 million (the *Loans") granted to the Company and that were due and
payable. Furthermore, on such date TESA Arg. and the Company agreed to offset a portion of the amount
owed by TESA Arg. in connection with the management fee described In Note 11.3.a. against the Loans
owed by the Company to TESA Arg. far a total amount of 4.7 million. Additionally, as of the issuance of these
financial statements, the Company colfected 4.6 million in cash reiated to the management fee mentioned

above.




Management’s Discussion and Analysis of Financlal Condition
and Results of Operations




MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

{Information not covered by the Report of Independent Public Accountants
- Amounts ststed in Argentine pesos, except otherwise stated)

The following discussion should be read in conjunction with the financial statements for the three-month pe_ﬂods
ended March 31, 2002 and 2001, The financial statements have been prepared in accordance with Argentine
GAAP, which differ in certain respects from US GAAP, See Note 14. to the Company's finrncial statements for the
three-month periods ended March 31, 2002 and 2001.

Multiple Holding Company Structure

Telefdnica Holding de Argentina S.A. is a holding company primarily engaged, through related companies in the
telacommunications business {"Telecommunications Business") and the media, programming and content
distribution business ("Media Business™) in Argentina.

As of March 31, 2002, the Company conducts its Telecommunications Business through its 50.0% interest in
Compania Intemacional de Telecomunicacivries S.A. ("Cointel") (see Note 5.1.8) to the Company's financial
statemerits for the thres-month periods ended March 31, 2002 and 2001), which controls thve outstanding capital
stock of Telefénica de Argentina S.A, ("Telefonica®) through its ownership interest In 100% of Telefénica's Class
*A” shares. (See Note 8.1.8) to the Companys financial statements for the three-month periods ended March 31,
2002 and 2001) and 40.2 million Class “8" shares of Telefénica which represents approximately 2% of
Telefonica's oulstanding vapital stock, being the total shareholding of Cointel in Telefénlcs’s capital stock 84.8%.

The Company conducts its Media Business in Argentina through its 26.8% ownership interest in Atlantida
Comunicaciones S.A. ("Atco”) (see Note 5.1.b) to the Company's financial statements for the three-month periods
ended March 31, 2002 and 2001). Atco is a holding company with a direct and indirect intsrest in broadcast
television companies and in radio stations. Likewise, the Company holds a 26.8% ownership Interest in AC
Inveraora S.A, ("AC”). AC is a holding company with direct and indirect interest in braadeast telavision companies
{see Note 5.1.c) to the Company’s financial statements for the thres-month periods ended March 31, 2002 and
2001).

The Company also conducted its Media Business through its 20.0% interest in Tomeos y Competencias S.A.
("TyC"), a provider of sports and entertainment programming In Argentina. In May 2001, the Company transferred
te ACH Acquisition Co. ("ACH") an affiliate of the Participating Shareholders, as definad in "Agreement between
the Company’s Former Principal Shareholders and Telefdnica, S.A. {"TESA")", its ownership Interest in TyC (see
Note 5.2. to the Company's financial statements for the three-month periods ended March 31, 2002 and 2001).

As of March 31, 2002, as a result of several transactions described in "Agreement between the Company’s Former
Principal Shareholders and TESA® and in Note 8.3. to the Company's financial statements for the three-month
periods ended March 31, 2002 and 2001, Telefénica Intemacional S.A. ("TISA™)’s squity interest in the Company,
increases to 89.96%.

The income of the Company and its helding companles, accounted for by the equity method, is affected by the
items of consolidated income and expenses of the companies owned directly by them. The net income of the
Company and such companies is also affected by consolidated income and expenss items atiributable to thelr
respective activities (e.g., interest income, interast expense, general and administrative expenses, taxes).
Consequently, the analysis set forth balow includes: (i) a discussion of the results of operations of the Company
that takes into consideration the Company’s share in the net income of hoiding companies and operating
eompanies which the Company owns as wall as the income and expenses attributable to the Company’s
operations, (ii) a discussion of the results of operations of Cointel which focuses on Cointel's share of the net
income of Telefénica as well as income and expenses attributable to the operations of Cointel and (jii} a
discussion of the results of operations of Telefénica.

The management of each refated company has prepared the information refated to the Company's affiliates
Comparison of Results of Operations; therefore, the veraclty, accuracy snd integrity of such information is the
exclusive responsibility of the management concemned.




The amounts In million of Argentine pesos contained in the Management's Discussion and Analysis of Financial
Condition and Results of Operations have been rounded up or down in order to facilitate the footing of notes and
tables in which they are included. The effect of such rounding is not material.

Financial Periods Covered

Until December 31, 2001, and cince the Company’s relatad nompanies tend to report their financial statements as
of the end of required filing terms, the Company valued its interest in such investments under the equity method of
accounting, using the financial statements of such companies with a three-month lag with respect to the
Company's financial statements closing date, adjusted for significant events occurred In the three-month lag. As a
result of the transactions described In "Agreement betwaen the Company’s Former Principal Shareholders and
TESA", the Company has sold ita interests in such investments, other than its interest in Cointel, Atco and AC,
companies indirectly controlled by TESA. Therefore and since the Company is able to obtain Cointel's financial
statements at the date of issuance of its own financial statements, it has eliminated the affact of the above-
mentioned three-month lag, and valued its investment in Cointel by the equity method, caiculated on the basis of
Cointel's financial statements as of the Company’s financial statements cloging date. The financial statements as
of March 31, 2001, have been adjusted retroactively for comparative purposes. See Note 2.8, to the Company's
financial statements for the three-month periods ended March 31, 2002 and 2001.

Critical Accounting Policles

Significant accounting policies have been described In the financial statements. Most critical accounting policies
adopted in preparing the Company’s and certain of its related companies financial statements relate to: i) the
application of the going-concemn assumption in the valuation and disclosure of the Company, Cointel and
Telefénica’s assets and liabilities (see Notes 2.8.¢), 5.1.3) and 11.3.4. to the Company’s financial statements for
the three-month periods endad March 31, 2002 and 2001); 1I) the assumplion that Cointel and Telefénico will not
defauit in the payment of their debt, with regard to the classification of Cointel and Telefénica’s non-current debt
(see Note 5.1.a) to the Company's financial statements for the three-month periods ended March 31, 2002 and
2001); iii) the valuation of investment in Cointe! and the goodwill stated for such investment (included the
allowancs related to the capitalization of exchange differences. See Note 2.6.g) to the Company’s financial
staternents for the three-month period ended Maich 31, 2002 and 2001), which is based on management's current
estimates of future cash flows, iv) the valuation of Telefénica’s certain noncurrent assets, which is based on
Telefonica Management's current estimates of its future cash flows; v) the creation of resarves in Telefénica for
contingencies assessed as likely by Telefénica’s Management, based on its estimates and the opinion of its -
Argentine lagal counsel; and vi) the creatien of allowances in Telefonica, amounting to 371 million in respect to
637 million past-tdue receivables, based on Telefénica Management's estimatee of possible future coliection tarms
and conditions.

Additionally, under US GAAP, the exchange rate difference resutting from the devalustion of the Argentine peso
with respect to the U.S. dollar calculated on the basis of the rates in effect when the market reopened on January
11, 2002, was recognized in the three-month period ended March 31, 2002, while under US GAAP such difference
was recognized in the year ended December 31, 2001.

The preparation of financial statements requires management to make estimates and assumptions that affect the
reperted amounts of assets and liabilities, the disclosure of contingent assets and liabilities as of the date of these
financial statements and the reported amounts of revenues and expenses of each period. The ultimate resutts
could differ from those estimates. Future cash flows could differ materially from estimates of the Company’s,
Cointef's and Telefdnica’s management depending upon, among other matters, the outcome of the pending
Telefénica’s rate ranegotiation with the Government described in Note 5.1 .4) 1o the Company's financial
statemants for the three-month periods ended March 31, 2002 and 2001.

Modification of Argentine GAAP

Effective December 8, 2000, the Governanee Board of the Argentine Federation of Profeseional Councils in
Economic Sclences (FACPCE”) approved Technical Resolutions Nos. 186, 17, 18, and 19, which provida for
changes in professional accounting principles related to valuation and dlsclosure. On December 21,2001, the
CPCECARBA approved, with certain modifications, such standards by resolutions Nos, 238, 243, 261 and 262,
requiring mandatory application thereof for fiscal years beginning July 1, 2002, and thereafter. As of the date of
Issuance of these financial statements, the CNV Is analyzing the scope and timing for adopting such standards.
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On March €, 2002, the CPCECABA issued a resclution for the traatment of the Argentine peso devaluation effect,
primarily in relation to the capitalization of exchange losses as part of the cost of certaln assets (if certain
conditions are met) and the restatement of amounts in constant Argentine pesos (gee Notes 2.3. and 2.6.g) to the
Company’s financial statements for the three-month periods ended March 31, 2002 and 2001).

Evolution of the Current Economic Situsation in Argentina

The Convertibllity Plan -

For several decades, Argentina experienced periods of high inflation, slow or negative growth, declining
investment rates, significant devaluations of the Argentine currency and impositions of exchange controls. During
the 18B0s, the limited availability of foreign exchange required the Argentine Government and all Argentine public
sector entities to restructure portions of their foreign currency-denominated indabtedness to commercial banks.
The rate of inflation reached 4,923.6% in 1989, 25 measured by the Argentine consumer price index, and Gross
Domestic Product contracted that year by 6.2%. Argenting's historically high inflation rates resulted mainly from
the Argsntine Government's inability to control fiscal policy and the money supply. In March 1881, after the
implementation of varicus plans designed to reducs inflationary pressures, which were only partially or temporarily
successiul, the Argentine Government introduced a tax reform and expenditure reduction program aimed at
reducing inflation and restructuring the economy and adopted the Convertibility Law, which became effective April
1, 1991 and pegged by law the Argentine peso at parity with the U.S. doliar (such fiscal measures and the
Convertibility Law being collectively referred to as the “Convertibllity Pian”). Following the adoption of the
Convertibility Plan, the annual rate of inflation measured by the Consumer Price index declined from 84.0% in
1991 to 3.9% In 19584 and Real Gross Domestic Product rose an average of 8% annuaily between 1991 and 1994.

The Convertibility Plan became the comerstone of Argentine sconomie policy far the ensuing decade. Itc success
aepanded on Argentina's ability to atiract capita) inflows in the form of foreign direct investment, the repatriation by
local investors of foreign, mostly U.S. dollar denominated savings, the availability of external means of financing,
and the preservation of U.S. dollar reserves generslly. These elements, in tum, depended on the sound
management of axtemal liabtiities and the implamentation of fiscal, regutatory, labor, judicial, legal, political and
other structural reforms aimed at creating credible and sustalnable efficiencies in bath tha private and public
sactors,

In addition, the Convertibility Plan depended on extemnal factors bayond the control of Argentine policy makers,
such as the intemational prices of traditional Argentine export commodities, interest rates in the global capital
markets, the impact of crises in other amerging markets and trade conditions with neighboring countrieg and ather
significant partners. Furthermore, the Convertibility Plan relied on confidence in the strength of the local financial
sector and the ability of banking regulators to preserve a liquld menetary base.

Since it was adopted, the Convertibility Plan endured a series of both intermnally and externally generated
chatlenges which progressively debilitated confidence in its long-term viability among the Intemationat financial
community as well as the local buginess community and leading political forces. These challenges included the
devaluation of the Mexican peso in December 1894 and resulting liquidity crisis in the Argentine banking sector,
contagion throughout the emerging market economies resuiting from the Asian crigls in tate 1897, Russia’s default
on part of lte eovoreign debt and the duvaluation of the ruble in 1998, the devaluation of the Braziiian real in 1999,
adversely affecting the demand for Argentine exports to Brazll, and Ecuador's defautt on its foreign indebtedness
in 2000, These incidents significantly increased the cost of capital to the Argentine private and public sectors,
widening spreads on Government securities. They led to growing capital outflows and diminished intemational
reserves. They also exacerbated the recession and the mounting unemployment and deftation that had taken root
in the Argantine economy beginning in late 1896, Duiing 1988, the Merval index of the Buenos Aires Stock
Exchange declined by 38.2%. Gross Domestic Product, which had increased by 8.1% in 1987, grew by 3.9% in
1808.

Confronted with such developments, Argentina grew increasingly dependent on aid from multilateral credit
agencies, principally the intemational Monetary Fund (tMF”), which periodically organized substantial rescue
packages, including a US$2.8 billion three-year extendad fund fasility in 1998, Such aid involved the impositiun uf
targets and conditions for disbursements, such as medifications in the tax revenue sharing system between the
provinces and the Federal Government, curbs on government spending and reforms in the labor market,
budgetary procedures and the tax, health, pension and judicial systems. Macroeconomic factors and costly,
dilatdoiry and debilitating political compromises, repeatedly combinad ta hinder compliance with such targets and
conditions.
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In 1899, the incumbent Peronist Party lost the general slection to the Alianza, a coalition of left-leaning, formerly
Peronigt factions, on the one hand, and the traditional, middle class, center left Radical Party, on the other, led by
Femando de la Rua, in a campalgn that concentrated on allegations of cormuption in the outgoing administration of
Carlos Sadl Menem and the need to address the “social cost” of the Convertibility Plan. During 2000, domestic
consumptiun was weak and private investment decreased sharply due to worsening global financial conditions for
emaerging markets generally and uncertsinty over the ability of the De la Rua administration to address the
stryctural economic changes needed to imprave Argentina’‘s competitiveness and to reduce its fiscal deficit By the
fourth quarter of that year, the lack of signs of economic recovery, aggravated by the perception of increasing
political risk, led the Argentine Govemnment to negatiate with the IMF, the World Bank, the Inter-American
Davelopment Bank and the governments of Spain, Italy and France a financial support package totaling US$39.7
billion to ease government financing in 2001 and subsequent years.

In the first quarter of 2001, aliegations of bribery of senators by the executive branch in order to pass certain labor
reform legislation, led to the resignation of the Vice-President. the leader of the lef-Jeaning component of the
Alianza. The prolonged recession and the weakening powaer base of President De [a Rua compromised his ability
to pursue the orthodox teasures required to sustain the Convertibility Plan and resulted in the resignation of the
Minister of Economy. When the announcement of stringent measures by his successor failed to gather political
support, President De la Rua appointed Domingo Cavallo, who had designed the Convertibility Plan in 1991 and
since then had founded a minority opposition party, as Minister of Economy with far-reaching extraordinary powers
granted by Congress. Minister Cavallo enjoyed widespread support in the international financial community but
further isolated President De la Ria from his traditional power base. Minister Cavatio sent to Congress an
amendment to the Convertibility Law which added the euro to the U.S. dollar in a basket to set the peso's value
once the euro would reach parity with the U.S. dollar. This measure was intended o improve the competitiveness
of Argentine exports over ime. On June 21, 2001, Congress approved the Govemment's proposal.

The consensus among the international financial community, however, wasg that this measure dig not address the
core, immediate issue of Government spending and fiscal Imbalance, and sovereign spreads widened further,

On June 4, 2001, the Argentine govarnment was able to reduce its debt service requirements through 2005 by
US$18 billion through a US$28.5 billion global exchange of its debt in tha capital markets, retifing obligations with
significant near-term servicing requirements and extending the maturity profile of its overall indebtedness. Despite
the resulting fiscal benefits, popular discontent with the despening recession led fo criticism of the Govermment's
focus on extemnal creditors among certain political slemonts, including President De la Rua's own party. Private
sector confidence in the ability of President De la Rua to garmner sufficient political support to deliver on hig
proposed reforms deteriorated rapidly in the following weeks. During July 2001, total bank deposits decreased by
US$8 billion and the Merval index of the Buenos Aires Stock Exchange fell 20%.

Cn July 30, 2001, the Argentine Congress enacted the *zero-deficit” law, to secure reductions in governmant
expenditures and 1o achisve a balanced budget in the naar term, and announced its intention of embarking on
deep structural reforms of the political system, including the size of Congress and aspects of the electoral process.
Furthermore, in early August 2001, the government and the IMF began negotiating an extension of the financial
support package agreed to in December 2000 to boost investor confidence. These negotiations proved successful
and, on September 10, 2001, the IMF disbursed a financial support package of US$5 billion to Argentina (US$4
billion to reinforce Central Dank inteinativnal reserves and US$1 billion to finance Treasury requirements). Also,
from September to November, 2001, the local fingncial system received US$1.2 billion from existing lines of credit
to Increase bank liquidity and o counter a continuing deterioration in investor confidence.

However, negative political and pre-election circumstances resulted in the increased uncertainty over the stability
of the peso and the continuity of the Argentine government's zero-deficit palley, an increase in sovereign riak, o fail
In iInternational reserves, a continuing fiscal imbalance, and a decrease in total deposits in the financial system.
Over the course of the final months of 2001, various Provincial Govemments issued quasi-currency debt
instruments to cover their own fiscal deficiencies. These instruments have been gince then widely accepted as
legal tender by parties whose businesses have been most affected by the growing shortage of liquidity resutting
from a contracting monetary base. Despite the agreement signed with the IMF in August 2001, Argentina
weshenied ag a credit and spréads of Argentine sovereign bonds widened.

On December 3, 2001, following & week of massive cash withdrawais of U.S. dollar deposits from the banking
system and fearing a widespread bank run, the Govemnment froze bank deposits, restricting cash withdrawals to
$250 per account per week and providing for the disposal of all other funds only by means of checks, wire
transfers and credit and debit card payments.
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On December 5, 2001, alleging the failure by the Argentine Government to implement effactive economic policies,
the IMF announced a suspensicn of disbursements under its credit programs to Argentina, As widespread social
urrest mounted, Minister Cavallo resigned on December 20, 2001, as did Prasident De la RUa on the following

day.

Over 2001, the sovereign risk of Argentina, measured under emerging markets indexes as a spread over risk free
benchmarks, had increased by 4,406 basis points to 5,172 as of December 28; liquid reserves at the Central Bank
of Argentina "BCRA") decreased by US$10.8 billion, without including external tranches of financial aid and
contingent loans; and total deposits within tha banking system decreased by US$18 billion.

Default, Devaluation and the Abandonment of the Convertibility Plan

On December 31_ 2001, after the failure of an interim govemment to gather sufficlent support, Congress appainted
Eduardo Duhalde, former govemor of Buenos Aires Province and the Peronist Party candidate who had lost to
President De la Rua in 1999, as the new President of Argentina. While the fsgal suppott for the process leading to
his etection has been challenged in the courts as has the proposed duration of his term, it is expected that
President Duhaide will remain in office until the expiration of President De la Rug's term, December 2003.

The interim government preccding President Duhalde announced the default on Argentina’s foreign debt on iate
December 2001. President Duhalde confirned this announcement and sent a bill to the Argentine Congress to
declare a national economic emergency and repeal the Convedibility Law. On January €, 2002, the Argentine
Congress approved the Economic Emergency Law, introduced dramatic changes to the country’s economic modet
and amended the Convertibility Law. The new law empowaers the Federal Executive Powsr to implament, among
other things, additional monetary, financial and exchange measures o avercome Me 8CoOnOMIC ¢lisis in the
medium term, including the power to establish a system to determine the exchange rate applicable to the
Argentine peso.

Decree No. 71/2002 of the National Executive Power devaluated the Argentine paso and established an “official® |
exchange system, mainly for exports, certain imports, and bank debts, and the “frealy floating” exchange market |
for the rest of the transactions, which was regulated by the BCRA. Official exchange rate was established st $1.4 '
to US$1 and the exchange rate of the “free” market, as of the close of business of the first day after the exchange !
market (which had been suspended as from December 23, 2001) reopsned (January 11, 2002), was about

$1.60/$1.70 to US$1 (bid price). . . -

On February 4, 2002, Decree No. 214/2002 was published in the Official Bulletin and with it significant progress
has baen made in the de-dollarization of the Argentine economy, despite the structuring required to adjust
businass benefite and coets in relation to a hard cumency, the consequences of which usually Impact consumer
prices, thus increasing domestic inflation. The highlight of the Decres include:

(i) Al loans in foreign cumrency (whether granted by banks or not) borrowed within the domestic banking system, ‘
regardiess of the amount of such loans, will be switched into Argentine pesos atthe $ 1 = US$ 1 rate, while |
deposits in foreign currency will be retumed at the US$ 1 = $1.40 rate. '

(i) Additionally, the presidential decree abrogated the multiple exchange system mentioned above (official
exchange rate and free exchange rate) and replaced it with a free floating system that does not include the
explicit intervention or a flotation goal by the BCRA (application of flotation band, scheduled devaluation).
However, the decree authorizes the BCRA to intervene in the exchange market if the BCRA desms it
necessary to defend the value of the local currency. It was announced that the BCRA would have a monetary
issuance goal,

(i) The presidential decree also suspends any lawsuits, precautionary measures or execustion arising from or
against the receivables, debts, obligations, deposits or financial rescheduling affected by the provisions
mentioned above. This measure was adopted as a response to a recent judgment by the Argentine Supreme
Court that established the unconstitutionality of Decree No. 1,570/01 which established the cash withdrawal
restrictions described in Note 10. to the Company’s financial statements for the three-month period ended
March 31, 2002 and 2001.

In the months following implementation of a freely floating Argentine peso policy, the country continued to
deteriorate further institutionally, politically, financigily, and sociafly. The absente of legal protections and of a
sustainable economic and fiscal plan, coupled by sweeping distrust in local financial institutions, has not heiped to
create a suitable climate for the recovery of the relevant financial indicators; quite to the contrary, the Argentine
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peso has tost purchasing power a3 a hard currency and to buy staple commodity. Inflation continued to increase
though in a contained manner because public services rates have been frozen and due to the severs economic
recession (accumulated CP1 through March: 8.7% - accumulated WP through March: 32.0%), one of the main
risks of price escalation is inflation in terms of consumption by the medium- and low-income population (primarity
food and bevcrage, prescription drugs, and clothing).

The sharp contraction of credit available to the private sector and the strangting of the financial intermediation
between savings and investments help but to smother the economic activity (primarily affecting individuals and
small and medium-sized enterprises (SME), but aigo large snterprises, many of which are currently in default).
This severe economic deterioration adversely affects empioyment opportunities, causing existing jobs to be
eliminated and rising the unemployment and underemployment rate which, according to privata estimates, would
approximate 25.0% Of the working population in the next assessment of May by the INDEC (Argentine Statistics
and Census Institute). The shed of value of salaries in real terms and, in’ some cases, also in nominal terms
exacerbate the deterioration of the effective demand and create multiple social conflicts very difficult to rascive in
the short term, althuugh slightly mitigated by the implementation of the “Household Head Ptan® by the Federal
Government consisting in the delivery of a monthly subsidy in cash with the prior authorization by the competant
governmental authurity.

Negotiations with multilateral credit agencies (especially with the IMF) have practically stagnated due to the
widespread uncertainty and the lack of political and economic definition of President Duhalde's adminfstration,
coupted by center-leftist Presidential speeches when addressing Argentina’s position towards the rest of the world.
The external financial assistance required has not been agreed upon yet and, on the basis of rumors, a potential
financial assistance agreement wouid only cover current maturity payments to international agencies and no new
funding ie expected to finance exisling imbalances. Such Ingignificant progress made in the negotiations to obtain
external ald, along with hobbled projects submitted to Congress to stop legal proceedings seeking enforcement of
constitutional protections to withdraw frozen deposits with local financial institutions and thus forestall the ieakage
of funds from the lo¢al financial system, and the regutation of a Second External Bond (BONEX I} Plan to provide
some sofution to the deposits whose withdrawal was rescheduled by the then incumbent Economy Minister Mr.
Remag Lenicov, finally caused his resignatiun un April 23, 2002 amid & new episode of institutional crisis with
strong rumors of an outgoing President with an impending announcement of anticipated presidential general
elactions.

immediately after this event, the summit meeting held by President Duhalde, provinciai governors, Congressmen
from the Peronist (PJ). Radical (UCR) and Frapase political partiec, and trade union leadeérs snded with the
endorsement of a genera! pact including 14 highlights to integrate Argentina with the werld; reach all necessary
agreements between the Federal and Provincial govemments to finally seek & balance in government accounts;
implement the changes required by multilaterai credit agencies in relation to the Bankruptcy Law Reform and
abrogation of the Economic Subversion Law; solve the existing problems in the local financial system to regain
confidence and allow for its normal operation; and create the conditions 10 foeter consumption, investmeit,
employment, and economic activity. After saverat days of indefiniteness, the Economy Ministry finally appointed to
replace the outgoing Mr. Remes Lenicov was Mr. Roberto Lavagna who took office Iast Apnil 27, 2002 and will be
required to follow ah econamic palicy in line with the above pact.

In this regard, Congress has lately enacted the “anti-leakage” law to ban the withdrawal of money from banks as a
result of constitulional protection-entorcement proceedings until a final and conclusive decision is rendered by the
Suprerne Court of Justice. In addition, different aternatives have been discussed to prevent the default with
multitateral credit agencias and resume the haited conversations with international authorities, steadily make
progress with the Congress agreements regarding the laws mentioned in the preceding paragraph, study a
BONEX Ii Plan including more sound guarantees and more financially attractive terms, and design a monatary
policy in coordination with Centrel Bank authorities to contain the exchange rate of the Argentine peso to the US
dellar and prevent further escalation of domestic prices that translates into soclal conflicts.

In any case, the lack of an extremely rellable team for the Economy Minister Lavagna so far and the prevailing
distrust in local institutions on the part of economic agents does not help draw conclusions on the likelihood of
success or failure of his office. In the common opinion of analysts, the success of the naw minister's office will
depend on the political success of President Duhalds.

The decision to devalue the Argentine peso implies a number of further risks, some of which have begun to occur.

{i Decreass in salaries and in the price of assets In US doliars: in the current recessive scenario and due to
unemployment level, it is evident that any increase in the general price leve! entails a decrease of the salary
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purchasing power since salary rises are not likely. It also entails 2 decrease in the price of assets in US
doliars.

(i)  Price control: Control of prices has not been proposed to date. In Argentina they have been raraly
successful.

(i)  Stagfiation and shortage cf goods: If infiation cannot be controlled, it is possible that inflation and recession
will continue to coexist. This is a negative scenario, where economy does not resume growth and prices
continue to increase.

The estimated effect of the above-mentioned devaluation on the Company’s net payables in foreign currency
maintained during the three-month period ended March 31, 2002 and on Coirte! and Telefnica net consalidated
payables In foreign currency maintained during the three-month period ended March 31, 2002, calculated in
proportion to the Company’s ownership intergst in such companies, and on the basis of exchange rate effective as
of March 31, 2002, gives rises o a negative exchange difference of about 1,844 miltion, net of the capitslized
exchange differances mentioned in Note 2.6.¢)1, to the Company’s financial statements for the three-month period
ended March 31, 2002 and 2001.

Prospects for the current year show a strong adversa impact on the domestic economic activity and a continued
deterioration of financial indicators as a result of the Argentine peso devaluation (direct effect on the balance
sheets of govemment, bank, corporate and family antities) and the quasi-generalized default of Argentina.

In such extremsly adverse ingtitutional, political, economic, financial, and social context, and given the dollarized
culture of the Argentine poputation, the application of a freely floating foreign exchange system will reflect its
sustainability or ungustainability and acceptancea ar nonacceptance on the foreign currency price and general price
index. If the present initiative fails, the foreign exchange rate and domestic prices are likely to spiral, thus
genarating high inflation compounded by activity stagnation, with the potential of the creation of a new fixed
currency board of the Argentine peso with respect to the US dollar or the full dollarization of the Argentine
economy.

The following table sets forth rates of inflation, as measured by the Argentine wholesale price index and the rate of
real growth of Argentine Gross Domestic Product for the pariods shown. Nuinbers in parentheses are negative.

March 31,
2002 2001
Wholesale price Index (% change) (1) 320 (0.5)

(1) Price index figures are for the three-month periods ended March 31, 2002 and 2001.

March 31,
2002 (3) 2001 (2)
Gross domestic product (annual % change) 7.5) (1.3)
(2) Officlal data.

(3) Projection estimated by the Company

Agreement batween the Company s Former Principal Shareholders and TESA

On April 11, 2000, certain affiliates of Hicks, Muse, Tate & Furst, Inc. (*Hicks Muse”), including HMTF ~ Argentine
Media Investments Ltd. ("HMTF"), RepUblica Holdings Lid. ("Replbiica Holdings") and Intemational Investments
Union Ltd. ("lIU") ("HMTF Affiliates™) and Intemational Equity Invastments, inc. ("IEJ"), a Cltibank N.A. subsidiary,
(together with HMTF Afflliates, the "Former Principal Shareholders" and from now on the "Participating
Shareholders") and TESA (‘the Parties”) entered into a Stock Exchange Agreement (the “Stock Exchange
Agreement®, and from now on “the Contract”) whereby, after certain precedent conditions were met, on December
15, 2000, the Participating Shareholders transferred to TESA 80.9% of the Company's capital stock, representing
84.7% of tha Company’s total votes in exchange for TESA common shares issued. On June 28, 2001, TESA
informed the Company that on May 8, 2001, it ranstarred to Telefonica Internacional S.A, (TISA™), TESA's wholly
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owned subsidiary, ali of TESA"s 80.8% equity interest in the Company. Additionally, as & result of several
transactions described in Note 6.3. to the Company’s financial statements as of March 31, 2002 and 2001, TISA's
equity interest in the Company, increased from 80.9% to 89.96%.

As part of the Contract, and according to the transactions provided therein and in certain related agreements,
Shosa, previously controlled by tha Company. redeemed to tha Company irrevocable capital contributions, which
included, among other: {a) Shosa's 26.8% ownership interest in Atce, (b} Shosa's 26.8% ownership interest in AC
and (c) Shosa's 20% ownership interest in TyC, including the net book value of the related goodwill as of
September 30, 2000. On December 135, 2000, the Company transferred to ACH its ownership interest in Shosa,
whose main asset as of that date, was its ownership interest in Cablevision and its main liabilities were a loan of
US$135.9 million made to Shosa by ACH, and other liabilities of approximately US$27 million. The Shosa sclling
price was LIS$396.3 million, and was paid through a promissory note issued by ACH, maturing on August 31,
2001, or befare, if certain conditions contemplated in the loan agreement occurred (the “Promissory Note”). In
August and December, 2001, the Company and ACH amended a section of the Promissory Note, extending the
maturity aate until January 31, 2002 (see Note 6.3. to the Company’s financial statements as of March 31, 2002
and 2001). Additionally. as part of tha Contract, and according to the transactione provided therein and in certain
relsted agreements, the Company paid off its financial liabliities except for the amounts payable under the
Negotiable Obligations for US$500 million issued on February 24, 1897, under the US$500 million Program (see
Note 7. to the Company s financial statements as of March 31, 2002 and 2001) and sold its gwnership interests in
related companies and in certain related agsets, except for its ownership interests in Cointel, Atco and AC and the
financial advisory and services agreement described in Note 11.3.a. to the Company ‘e financial statements as of
March 31, 2002 and 2001.

As of the issuance date of these financial statements, the Company is not aware of any fact that could have an
adverse effect on the Company's business, financial conditions or results of operations, related with the
transactions described previously in this note.

Comparison of the Company’s Resulits of Operations for the three-month periods ended March 31, 2002
and 2001
(Figures stated in million of peses)

All references made below to 2002 and 2001 are to the three-month periads ended March 31, 2002 and 2001,
respectively.

2002 2001

Equity in (loss) earmnings of ownership interests in relatad parties (({oss) income
attribustable to joint venture companies) (1.001) (21)
Fees for services rendered to related parties, net 12 12
Administrative expenses V) 4]
Amortization of intangible assets and deferred charges 4) (5)
Financial (expsnse) income and holding (losses) pains, net (870) 3
Net loas for the period (1.964) (18)
o~ ]

Equity In (Loss) Earnings of Ownership Interests in Related Partles {{(Loss) Income Attributable to Joint
Venture Companies)

For the reasons explained in — “Financial Periods Covered™, the Company’s ownership interests in related parties
for the three-month periods ended March 31, 2002 and 2001 reflects the Company's equity in the net income
(loss) of: (i) Cointel for the three-month periods ended March 31, 2002 and 2001 (which in tum reflects Cointel's
equity in Telefénica’s net income for the three-month periods ended March 31, 2002 and 2001) and (i) TyC for the
three-month period ended December 31, 2000. The Company’s equity In 108368 of ownership interests In related
parties increased to a loss of 1,001 million in 2002 from & loss of 21 milfion in 2001. These results primarily reflect:
{i) loss of 1,001 million and 12 millicn in 2002 and 2001, respectively, attributable to the Telecommunications
Business and (ji) loss of 10 million in 2001, attributabie to the Medla Businass (see Notes 2.6.c)2. and 5.2. to the
Company’s financial statements for the three-month periods ended March 31, 2002 and 2001).

The vaniation in the Company’s equity in losses of ownership interests in related parties attributable to the
Telecommunications Business to a loss of 1,001 million in 2002 from 12 miillon in 2001 was dus principally to the

[P
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changes in Cointel and Telef6nica’s results for such periods. See Telecommunications Business and Evolution of
the Current Economic Situation in Argenting.

The Company’s logses of 10 million in 2001 attributable to the Media Business relate to: {i) TyC (gain of 1 million
and (i) Atco (foss of 11 million).

Fees for Services Rendered to Related Parties, net

The Company rendears financinl arlvignry and other servicee to eome of ite controlicd companiea and related
companies. Fees for services rendered were 12 million in 2002 and 2001. The only significant fee that the
Company currantly receives for financial advisory and other services is from Telefénica S.A. Sucursal Argentina
("TESA Arg.”).

Administrative Expenses

Administrative expenses include: () legal, auditors’ and consulting fees, (ji) tax on bank checking account
tranaactions in 2002 and (jii) miscellaneous administrative expenses. Administrative expenses were 1 million in
2002 and 2001.

Amortization of Intanglble Assets and Deferred Charges

Amortization of intangible assets and deferred charges decreased to 4 million in 2002 from 5 million in 2001. The
decrease in amortization was mainly due to the retirement of the goodwill related to the investment in TyC (see
Note 5.2. to the Companys financial statements for the three-month periods ended March 31, 2002 and 2001) and
defarred charges retirement related to the transactions mentioned in Note 7. to the Company’s fingnclal
statements for the three-month parinds ended March 31, 2002 and 2001, as & consaquencs of the negotiable

obligations repurchases mentioned in such note.

Financial {(Expenge) Income and Holding (Losses) Gains, net

The Company’s financial (expenses) income and holding (losses) gains, net, amounted {0 losses of 970 million in
2002 and 3 million in 2001. .

The variation in 2002 as compared to 2001 was principally due to: (i) an increase of 860 million in financial losses
genarated by liabilities (including related taxes) to 971 millien in 2002 from 12 million In 2001 principally due to: (a)
a negative exchange difference of 846 million in 2002 due to the effect of the Argentina’s peso devalusation
described In “Evoiution of the Current Economic Situation in Argentina” and (b) an increase in interest generated
by liabillties {including related taxes) to 24 million in 2002 from 12 million in 2001, as a consequence of the interest
ratas increase and the Argenting’s peso devaluation gince the Company hae its financlal indebtednesas in US
dollars and (li) a decrease of 8 million in interest generated by assets due to the transfer of Promissory Note
issued by ACH for the digposition of Southte! Holdings S.A. ("Shosa”) (see "Agreament between the Company’s
Former Principal Shareholders and TESA?), partially off-set by an exchange difference gain of 1 million due to the
affect of the Argentina’s peso devaluation described in *Evolution of the Current Economlc Situation in Argentina”.

Not loss for the period

As a result of the factors discussed above, the Company's net logs amounted to 1,864 million in 2002 and 18
million in 2001.

Telecommunications Business

Comparison of Cointel’s Unconsolidated Results of Operations for the three-month pariods ended March
31, 2002 and 2001
{Figures stated in million of pesos)

As of March 31, 2002, the Coampsany’s ownership interest in Cointel amounts to 50.0%.
All references made below to 2002 and 2001 are to the thres-manth periods ended March 31, 2002 and 2001,
respectively.

The discussion relating to Cointel is based on Cointel's unconsolidated financial information for 2002 and 2001,
The Company believes that such financial information rather than Cointel's consolidated financial statements,
highlights more effactively the effact on Cointel’s activities other than its holding of Telefdnica stock.
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2002 2001

Income on equity investment in Talefnica (1,810) 28

Amortization of intangible assets (2) 3)
Administrative expenses (8)} (1)
Financial income {(expense) and holding gains (loeses), net (334) {44)
Net loss for the period from continuing operations (1,947) (20)
Net loss of Telefénica's spun-off businesses - ()]
Net loss for the period ) (1,947) (23)
Operating cash flow (1} 78

incoms on Equity Investment in Telefénica

Income on equity investment in Telefonica decreased to a logs of 1,610 million in 2002 from a gain 28 million in
2001. This decrease was dug to the variation in Telefonica's net income in such periods (see "Comparison of
Telefonica's Consalidated Results of Oparations for the three-manth pariods ended March 31, 2002 and 2001%).

Financlal income (Expense) and Holding Gains (Losses), Net

Financial income (expense) and holding gains (losses), net, amounted to losses of 334 million in 2002 and 44
mitlion in 2001. The vanation was principatly aue to (i) the effect of the Argentina’s pesc devaluation on the net
position of agsets and fiabilities in foreign currency of Caintel which amounted to a loss of 312 million after the
capitalization of @xchange differences (see Note 2.6.¢)1. to the Company’s financial statements for the three-
month pariods ended March 31, 2002 and 2001), (i) an increase in interest generated by liablilties (including
related taxes) to 21 million in 2002 from 14 million in 2001, as a conseguence of the interest rates increase and
the Argertina’s peso devaluation since Cointel has must vf its financlal Indebtednass In US aoliars, (1) the effect
in 2001 of cash dividends gained of 3 million offset by (iv) holding losses of 33 million in 2001 related to the
vanation in the market price of Telefénica's Class "B” shares held by Cointel. Additionally, in line with Resolution
MD No. 32002 from the CPCECABA, as describad in Note 2.3. and 2.6.g) to the Company’s financial statements
for the three-month periods ended March 31, 2002 and 2001, Cointel capitalized exchange differences for an
amount of 262 mililon in intangible asaets as of March 31, 2002, net of amortization.

Income Tax and Tax on Minimum Presumed Incoms

Under Argentine law, Cointel’s incomsa on its equity investment in Telef6nica is non-taxable. Also, most of
Cointel's expenses are tax-deductible, Consequently, Cointel estimates that there will be no tax payable and
therefora, no income tax charge was accrued in 2002 and 2001. In addition, no charge was booked for tax on
minimym presumed income in 2002 and 2001.

Net insg of Telefénlca spun-off bueinessos

Includes losses of Telefénica’s spun-off businesses in the reorganization process for January, 2001. See Note
5.1.a) to the Company’s financial statements for the three-manth periods ended March 31, 2002 and 2001.

Net Loss for the period

As a rasult of the factors described above, Cointel's net loss amounted to 1,847 million fn 2002 and 23 million In
2001.

- Compartson of Telefonica's Consolldated Results of Operations for the three-month periods ended March
31, 2002 and 2001
(Figures stated in million of pesos)

As of March 31, 2002, the Company holds an ownership interast in Telefénica, through its 50.0% ownership
interest in Cointel, which in tum controls Telefénica, through its 100% ownership interest in Telefénica’s Class "A”
shares and 40.2 million Class "B” shares which represents approximately 2% of Telefénica’s outstanding capital
stock, being the total shareholding of Cointel in Telefénica’s capital stock of 64.8%.
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All references made below to 2002 and 2001 are to the three-month periods ended March 31, 2002 and 2001,
respectively.

2002 2001
Net ravenues 617 866
Cost of sarvices pravided (325) (326)
Administrative wxpenses (70) (79)
Selling expenses (102) (128)
Equity in earnings of ownership intarests in related parties 2 -
Other expenses, nat (17} (20)
Financial (expense) income ana hoiding (losses) gains, net {2,589) (33)
Income tax - (28)
Net {logs) incoma for the period from continuing cperations (2,484) 50
Net loss of spun-off businesses - (6)
Net (loss) Income for tha penogd (2,484) 44

E T 2 —— i
EBITDA (1) : 278 286

L -4 3 - WY
Lines installed (In thousands) 4,884 4,794
Lines in service (in thousands) 4,546 4384
Lines in sarvice per 100 inhabitants 244 24.2
Lines in service par smployee 483 447

(1) EBITDA is defined as operating income plus depreciation and amortization, EBITDA corresponds to the continuing businesses.
Ses Note 5.1.9) to the Company's financial statements for the thras-month periods anded March 31, 2002 and 2001,

Telecornmunications market deregulation

Telefénica has a license for an unlimited period of time for rendering public telecommunications services in the
southern region of Argentina, which provided for an exclusivity period until November 8, 1997, with the right to an
extension for a further three years.

The National Executive Power issuad Decree No. 284/88, which extended the exclusivity period with respect to the
supply of basic telephone services until tate 1999 and provided for the gradusl opening up to competition of the
telecommunication business in Argentina, to conclude with the liberafization of the local and domestic and
international long distance services on November 8, 2000. Although the effectiveness of Decree No. 264/98 was
subject to the conclusion of certaln legal proceeangs, Telefdnica belisves thet it is unlikely that the outcome of
those proceedings would slow the trend toward increasing competition.

On June 8, 2000, the National Executive Power issued Decree No, 465/00, which provides for the totat
deregulation of the telecommunications market beginning November 9, 2000. Additionally, on September 3, 2000,
the National Executive Power issued Decree No. 764/00 which, in the context of such deregutation, approved the
Rules for Licenses for Teleconununication Services, the Rules tor Imerconnection, the Rules for Universal Service
and the Rules for the Management and Contro! of the Radioelectric Spectrum. These rutes constitute ths current
regulatory framework applicable to Telefdnica. The above-mentioned rules provide, among other issues, the
requirements to obtain the licenses to render telecommunications services, the conditions to establish rates and
the providers' cbligations, the technical and economic aspects for interconnection to the networks of different
providerg, the programe, administration and sconomic issuss uf Universal Service, ag well as the pnnciples that
will govern the management and control of the radioelectric spectrum. On September 19, 2000, Telefonica filed a
reconsideration petition against certain issues of Decree No. 764/00. The Court has not as yet ruled on these
issues.

The principal stratagic shjective of Telefénica Is to compete auccessfully and to maintain & leadership position In
the Argentine telecommunications industry. Telefénica has been preparing to do so; however, there can be no
assurance that the consequences of the intreduction of compatition, would not materially and adversely affect the
business, the financial position or the results of operations of Telefénica. While there can be no such assurance,
in the opinion of Telefénica’s managemant, the implementation of Telefénica’s business strategies will continue
having a beneficial affact on the future competitiveness of ita telecommunications busitwss, mitigating the negative
effects of the increasing competition in the Argentine market.

Tariff Ragulation

Dacree No. 264/88 provides a 4% reduction (in constant dollar terms) in ratas to be appliad to basie telephone
servica rates during each year of the transition period, which finished on October 10, 1898. During the seven
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years subseguent to the transfer date (November 8, 1890), Telefénica had applied similar 2% tariff reductions,
principally through reduction in domestic long distance service charges. During the transition period 80% of such
reduction had to be applied 1o domestic long distance services. Also, during such period, Telecomunicaciones
Intemacionales de Argentina Telintar S.A. ("Telintar") (subsequently Telefénica as it successor) had to reduce its
intarnational annuat rates by 4% during the transitiun period. On November 3, 1999, the Secretary of
Communications ("the SC") issued Resolution No. 2,925/88, whereby, based on the agsumption of the
nonexistence of effective competition as of such date provided 5.5% annual reductions in basic telephone service
rates for the period November 1999 through November 2000. Such reduction was applied to the following
services: detailed billing, domestic and intemational long-distance. Likewise, the starting date of the domestic
and international long-distarice roduccd rate was brought forward.

Decree N° 764/00 on telecommunications deregulation establishes that providers may freely set rates and/or
prices for the services rendered and for customer categories, which shall be applied on a nondiscriminatory basis.
Howaever, if there were na “gffective competition®, the historical providers of such areas shall respect the maximum
rates established in the General Rate Structure, Below the values established in such rate structure, such
providers may freely set their rates by areas, routes, long-distance legs and/or customer groups.

Except for areas and services where effective competition is demonstrated to exist, the rate agreements

established a maximum rate per pulse denominatad in U.S. dollars. These agreements also provided for the right

of Telefénica to adjust this rate for changes in the Consumer Price Index of the United States of America on Aprif 1

and October 1 of each year. However, Law of Public Emergency and Currency Exchange System Reform, dated

January 6, 2002, provides that, in the agreements executed by the Federal Adminigtration under public law

regulatione, including public worka and services, indexaliun clauses based on foreign countries price indexes or

any other indexation mechanism are annulled. In this regard, it sets forth that the prices and rates resulting from

such provisions shall be established in pesos at a ane peso ($1) = one U.S. dollar (US$ 1) exchangs rate.

Furthermore, Section No. 9 of the above-mentioned Law authorizes the National Executive Power to renegotiate )
the above-mentioned contracts taking into account the foliowing criteria in relation to public utility services: (a) the i
impact of the rates on the compctitiveness of the economy and un distribution of income; (b) service quality &nd ,
investment plans, when such aspects are contemplated in the contracts; (c) the interest of users and access to the
services, (d) the security of the comprised systems; (e) the profitability of the companies.

in April 2000 and March 2001, Telefsnica, Telecam Argentina Stet-Franca Telecom S.A. (“Telecom®), and the SC
axecuted rate agrammants which, subject to the approval by the Ministry of Economy and of Infrastructure dnd
Housing, provided the terms under which the price caps would be applied:

i) price cap for the period beginning November 8, 2000 and ending November 7, 2001 the SC established

that the rate reduction for the period beginning Navember 8, 2000 and ending November 7, 2001 would

amount to 6.75%. The reduction would be applied through: a) discount plans that were effective as from

March 2000 (commercial and gavernment basic rates, tocsl measured service, and the application of certain
preferential rates of intemet acuess), the non-application of charges set forth in Resolution N° 2,926/89 until
November 8, 2001 and the non-application over the year of the two semiannual adjustments to the puise

value for the US Consumer Price Index; b) given that such plans were brought into effect before schedule,

the accumulated effects of the above-mentioned rate reductions would be applied to the computation of price

caps for the periods beginning November 8, 2000 and ending Novembsr 7, 2002 adjusted at an interest rate

of 12% per year; and c) furthermore, it was established {hal the difference between the effect ot the discounts :
already granted and that of a 6% reduction would be applied on November 8, 2000 across different items of i
the tariff structure, and the additional 0.75% reduction would be applied as defined by the Licensees. |

ii) price cap for the period beginning November 8, 2001 and ending November 7, 2002: the SC established
that the efficiency factor for the price cap applicable for the pericd beginning Navembar 8, 2001 and ending
November 7, 2002 would amount to 5.6%. This rate reduction is to be implemented through: a) the non- .
application of the two adjustments to the pulse value for the US Consumer Price Index for the year, adjusting .
the effect at the 12% annual rate in order to measure it against the total expected 5.6% reduction, b) any ;
balance resulting from the non-application of the adjustment to the value of the telephone pulse in the period Q
beginning Novembaer 8, 2000 and ending November 7, 2001, as wel! as any balance remaining in respect of a
varniety of items inctuded in the 2000 price cap; ¢) any unappiled price cap portion remaining after the rate
reductions mentioned in ) and b) above; with respect to the 5.6% rate reduction, it should be applied in the
following manner: 70% as provided by Telefénica, 15% to the local service, and 15% to other services as
required by the SC, other than monthly basic charges and the local measured service.

it} price cap for the period beginning November 8, 2002 and ending November 7, 2003: the SC established
that the efficlency factor couid not excesd 5%, but it did not set its value.
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Although the reductions mentioned in point i), and the early reductions referred to in point i), are being applied by
Telefénica, the related agreements have not been yet approved by the Ministry of Economy and of Infrastructure
and Housing. As of the issuance date of these financlal statements, the effect of the discount pians implemented
has not been established as compared to rate reduction percentages provided by such agreements, and the
regulatory agency has not approved how to apply the rate reduction mentioned in point i),

On the ather hand, in relation to the complaint filed by Consumidores Libres Cooperativa Limitada de Provisién de
Serviclos Comunitarios ("Consumidores Libres®) on October 4, 2001, a precautionary measure requested by the
plaintiff was awarded ordering the Federal Government, Telefénica and Telecom that they do not apply the
adjustment to the pulse for the US Consumer Price Index until final judgment is rendered in the case. Agalnst the
above-mentioned (egal proceedings. Telafénicx filad an appeal to tha Supreme Court of Juatice rejacting the
arguments contained In such judgment and a decision regarding such matter is pending.

in the opinion of Telefénica’s Management and its legai counsel, the outcome of these Issues could exclusively
affect the maximurn rates for future services that Telefonica is authorized to charge its customers regarding
services, areas, or customers in which the government did not declare the existence of affective competition. As of
March 31, 2002, these maximum rates are determined by applying to rates effective as of November 7, 2000, the
discounts applied in urder to implement the price ¢aps related 1o November 8, 2000, and November 8, 2001, under
the above-mentioned agreesments.

The rate raduction percentage and the services to which such reductions will eventually apply depend on the final
approval of the above rate agreements, and on the outcome of the legal proceedings commenced by
Consumidores Libres regarding the effective rate system described above. Based on current rate regulation
mechanismsg, and considering Telefénica's defense against the above legal proceedings, in the opinion of
Telefénica’s Management and its legal counsel, the outcome of these isgues will not have a negative impact upon
Telefénica's financial position or a significant adverse effect on its resuits of operations.

In this context, in connaction with the agresments executed by the Federal Administration under public law
regulations, including public works and services, Law No. 25,561 provided for: (i) the annulment of dollar or other
foreign currency edjustments and indexing provisions; (If) the establishment of an exchange rate for dollar-
denominated prices and rates (31 = US$ 1); and (lii) the authorization for the National Executive Powar to
renegotiate the conditions of the above-mentioned contracts taking into account the following criteria: (a) the
impact of the rates on the compstitiveness of the economy and on distribution of income; (b) service quality and
investment plans, when such aspects are contemplated in the contracts; (c) the interest of users and access to the
services; (d) the socurity of the comprised systems; (e) the profitabilily of the companies.

Through Decree No. 283/02, dated February 12, 2002, the National Executive Power entrusted the Economy
Ministry the renegotiation of such agreements, including agreements that govern the provigion of basic telephony
services. In this context, the contractual renegotiation proposals must be submitted to the National Executive
Power within 120 days after the effective date of this Decres, Telefénica has fulfilled its duty to submit the
information required by the Government.

As of the date of issuance of these financlal statements, Telefonica’'s Managemsnt is unable to foresee the final
result of the negotiation under Law Na. 25,581 or the rate scheme to be effective in the future; it is possible that
such rate scheme will not maintain its value in U.S. dollars or constant pesos over time in accordance with any
potential future increase in general price levels ("G.P.L."). Although, according to Telef6nica’s legal counsel
opinion, under general administrative law principles applicable to the Transfer contract and List of conditions,
future rates should be fixed at a level which is sufficiently fair 1o cover ssrvice costs, if future rates evolve at a
pace well below G.P.L., it would have a material adverse effect on Telefonica's future financial position and results

of operations.

As described abave, Telefénica will have to renegotiate telephone service future rates with the Argentine
Government, as a result of the passing of Law No 25,561, In consequence, although Telefénica has maintained
the booked vslue of certain noncurrent assets relating to the teleconimunications business on the basis of
estimates according to information currently available, the future telephone service rates and, as a result, the
amotunt of future telacommunications service revenues and net cash flow can not be predicted. Consequently, the
recoverability of such assats of Telefénica as of March 31, 2002 in the amount of 5,322 million depends on the
final outcome of such renegotiation.

Additionally, Decree No. 784/00 on telecommunications deregulation establishes that providers may freely sat
rates and/or prices for the services rendered and for customer categories, which shall be applied on a
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nondiscriminatory basis, However, if there were no “effective competition”, the historical providers of such areas
shall respect the maximum rates established in the General Rate Structure. Below the values established in such
rate structure, such providers may freely set thelr rates by sreas, routes, long-distance legs and/or customer

groups.

To determine the existence of effective competition, the historical providers shall demonstrate that another or other
providers of the same service obtained 20% of the total revenues for such service In the local area of the Basic
Telephony Service Invalved. Effective competition shall be considered to exist in the provision of national or
intemnational long-distance services for the calls originated in a local area of the Basic Telephony Service, when
the customers in such area are able to choose, through the dialing selection method, among more than two
service providers, if each of them, offers more than one long-distance destination. In addition, Decree No. 764/00
hag reduced the interconnection price for the origin and destinatinn nf the ralls in the local areas to 1.1
cents/minute for districts with more than 5,000 inhabitants or a telephone-get density above 15 telephones every
100 inhabitants and to 1.3 cents/minutes for the rest of the districts and in the areas included in the original license
of independent operators and to .30 cents/minutes for the traffic within the local areas. A six-monthly 3% price
cap will be applied to the values indicated above during the first two years after these rules and reguiations

become effective.

Financlal situation and concentration of credlt risk

As of March 31, 2002, Tetefénica does not have cther balances or operations that represents significant
concentration of credlt and operations, except fur the balarwes and operations with the Argentine Govermment
(Federal, Provincial and Municipal Government and Govemmental agencies). Trade receivables from the
Argentine Governmaent as of March 31, 2002 and 2001 amounted to 98 milllon and 77 million, respectively, The
percentage of net revenues derived from services rendered to the Argentine Government for the three-month
periods ended March 31, 2002 and 2001, were approximately 3.2% In both periods. Out of the above-mentioned
hatancas as nf March 31, 2002 nnt yat collected as of the issuance date of these financiat statements, 92 million
were past due as of March 31, 2002, On the basis of Telefénica’s current collection efforts and the information
avallable as of the date of Issuance of these financial statements about Argentina's future economic perspectives,
Telefénica’'s Management has estimated the possible collection terms and conditions of the receivables from
govemment entities mentioned above. The estimated financial effects of the possible deferral of collections from
such government agencies has been considered to determine Telefénica’s allowance for doubtful accounts as of
March 31, 2002. The portian of net valiie hooked ralated to thease raceivables that Telefénica estimates will be
collected over 12 months, which amounts to 52 million, has been classified as noncurrent as of March 31, 2002.

Asg of March 31, 2002, Cointel and Telefénica owed a total amount of approximately 2,621 million (equivalentta
US$920 millien) to related parties, which matures until October 2002. These agreements establish the usual
commitments for these kind of transactions, as well as clauses that establish that the creditor may accelerate the
terms of payables (‘events of anticipated maturity”) if there are changes in the companies’ equity, economic and
financial situation that due to their adverse nature may affect the ability to comply with the obligations assumed in
such agreements or if there are restrictions that may limit the ability of such companles to repay their debts.

The creditor has advised Cointel and Telefénica that for the twetve-month period as from February 25, 2002,
(beyond the due date of such debts): (i) the effects of the Public Emergency and Currency Exchange System
impiemented in Argentina by Decree No. 1,570/01, Law No, 25,561, as supplemented and amended, effective in
Argentina shall not be considered by the creditor as an event of default; (i} the creditor shall not consider that, as
of such date, toans have become immediately due and payable in accordance with the agreements and (iii) the
creditor ehall not declare that debts have become due and payable for Colntel's fallure to moot cortain financial
ratios.

Cointel and Telefénica have followed a financing policy that has combined the use of intemally generated funds
with the use of third-parties and majority shareholder financing. As of March 31, 2002, Cointel’s consolidated
current assets in foreign currency are tower than current iiabifities in foreign currency in the amount of 3,350 miliion
(equivalent to US$1,172 million),

Cointel and Telefonica have prepared their financing projections and ptans expecting to cover future fund needs to
continue their investment plan and face short and long-term debt mainly with funds generated by Telefénica’s
operations plus, as it is possible, by the evolution of current economic measures, bank loans and access to capital
markets; or otherwise, requesting for long-term refinancing of their payables,
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However, owing to the macroeconomic situation described in *Evolution of the Current Economic Sltuation in
Argentina®, as of the date of issuance of these financial statements, third parties’ credit lines are not available in
amounts sufficient to enable Cointel and Telefénica to, together with Internally generatsd funds, meet Cointel and
Telefonica’s current debt obligations. Furthermore, it is not possible to determine whether this situation will avolve

favorably in the short term,

Since early December 2001, Argentine authorities implemented a number of monetary and currency excpange
control measures that mainty included restrictions on the withdrawal of funds deposited with Lanks and tight
restrictions for making transfers abroad, with the excaption of those related to foreign trade and other authorized

transactions.

While the restriction to transfer funds abroad (described in detail in “Evolution of the Current Economic Situation in
Argentina”) provided by the BCRA is in force, or should it be extended beyond August 12, 2002, Cointe! and
Telefénica are unabie to ensure that the BCRA will authorize principal payments to foreign creditors over the
repayment term and under conditions established originally. Current debt maturities affected by this situation
amount to 3,330 million. In addition, 3,155 million classified as noncurrent in the balance sheet of such companies,
result from agreements providing that the amounts owsd would become immediately due and payable (after
cenaln steps have been followed) if other obligations are not met as could be the case of the current payables

above,

On the other hand, TESA has advised Cointe} and Telefénica that, as of the date of issuance of these financial
statements, it is still evaluating the Argentine macroeconomic context and analyzing financing altematives for
these companies, including the possibility of refinancing or not over long-term its current joans to Cointel and
Telefénica and, if necessary, providing additional financing.

Consegquentty, Gointel and Telefénica’s abllity to settle their payables to local and foreign creditors depends upon
the possibility of obtaining financing or, if not possible, of refinancing financial payables, as well as, if necessary,
the granting of additional financing by their direct or Indirect controlling companies.

Should no financing alternatives be available for Cointel and Telefonica or should Cointe) and Telefénica not
succeed in obtaining refinancing, such companies wauld not have sufficient funds available to meet their current
liabilities (including those disclosed as current on the balance sheets as of March 31, 2002 of such companies and
such liabilities that would turn into current payables if creditors claimed a default) payabie to local and foreign
creditors. -

Although Cointel ang Telefonica will make their best effort to obtain such financing, as of the dste of issuance of
these financial statements, it is not possible to ensure what the result of such negotiations will be or f the
1astrictions for making transfers abread will enable Cointel and Talefdnics to sefile thair current liabilities in the
normal course of business and maintaln their normal operations.

Net Revenues
Net revenues decreased by 7.4% to 617 million in 2002 from 666 million in 2001.

The following tabie shows the main operating revenues in million of pesos by service category for 2002 and 2001
(net of intercompany transactions):

2002 2001

Basic Telephone sarvice
Moacured service 186 182
Monthly basic charges (1) 167 167
Special sarvices 77 69
Inztallation charge 11 14
Public phones 47 67
Access charges 64 64
International long-distance service 18 s
Telephone equipment § 18
Publishing of tatephone directories 9 9
Other 32 3
Total 817 666
- — ——

(1) includas monthly basic charqas and chames for supplemental services,
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The main variancas are due to the following reasons:

Measured service

Meaeurad service includes revenues that Telefénica collects from the traffic of locat and domestic long-distance
calls made by its own customers to other of its own customers through Teiefonica's network, apd by customers of
other operators routed through Telefénica’s networks as well as other operaters’ netjuork. In this latter case,
Telefonica bills and collects revenues for call completion, while, conversely, Telefénica pays other operators for
the cost of using their networks.

The variation was principally due to a decrease In the average number of billable domestic long-distance }ipes of
7.3% (considering increases and decreases in domestic long-distance lines as a consequence of competn_mn
through the so-called “presubscription” process) and a decrease in long-distance and iocal services 6.6% in pulses
consumed primarily as a result of the country’s economic situation. These effects are offset by a decrease in
commercial and low-consumption discounts.

Monthly basic chargee

Monthly basic charges, which inciude the rate for both prepaid and measured services, as of March 31, 2002 ang
2001, amounted to 187 million, and no significant variances can be noticed from one period to another.

Special services

The changes were principally due to an increase of 87.0% in the use of prepaid calling cards. Such increase was
offset by a decrease on revenues from intemet calls (internet traffic decreased 23.7% to 1,343 miliion minutes in
2002 from 1,761 mHlion minutes in 2001),

installation charges

The change was principally due to a decrease of 58.5% in the amount of basic teiephone lines installed during
2002. The variation was partially offset by a decrease in commercial discounts.

Public phones
Tre decrease was due to decreased average interconnection usage of 21.4% of pay-phones operated by third
parties ("telephone stations”) and a decrease of 20.6% in consumption of semipublic service. Additionally,

revenues from telephiuns public cards decreased 3.7 million. Thie veriation was partially offaet by & decrease in
the commercial discounts granted to telephone station owners.

Access charges

Access charges revenuas as of March 31, 2002 and 2001, amounted to 64 million. In 2002, revenues from long
distance operators and cellular telsphony decreased due to lower consumption and decreased rates; such
decreage was offset by a increase revenues from the lease of lines to public telephony service providers.
\nternationa! long-distance service

International long-distance service revenues decreased by 48.6% to 18 million in 2002 from 35 million in 2001.
The changes were principally due to a decrease in consumed minutes.

Telephone equipment
The change was the result of the country's economic situation,
Publishing of telephone directories

Revenues from publishing of telephone directories in 2002 and 2001, totaled 8 million, and ne significant variations
are to be noticed from one period to another.

Other

Other revenues increased from 31 million In 2001, up to 32 millinn in 2002, therefors implying a 3.2% increase.
Other revenues did not reflect significant varistions.
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Cost of Services Provided, Administrative Expanses and Selling Expensges

Cost of services provided, administrative expenses and selling expenses (*operating costs”) decreasead lo 497
rnillion in 2002 from 534 miliion in 2001.

The following table shows the breakdown of expenses in million of pesos for 2002 and 2001 (net of intercompany
transactions):

2002 2001
Salaries and social security laxes 85 80
Depreciation and amortization (1) 158 154
Fees and payments for services 102 140
Material consumption and other 13 11
Management fee 27 26
Allowance for doubtful accounts 80 46
Sales costs 5 22
Other ‘ 47 45
497 534
===y b4+

(1) Exciuding the portion classified as financial expense.
Salaries and social security taxes

The decrease was due to a significant headcount reduction in Telefonica, which decreased to 8,418 in 2002 from
9,820 in 2001.

Lines in service per employee increased to 483 in 2002 from 447 in 2001, which represents an increase of 8.1%.
Depreciation and amortization

Total depreciation and amortization increased by 2.6% to 158 million in 2002 from 154 million in 2001. The change
was principally due to the completion of different works in progress and the acquisition of fixed assets after March
31, 2001, the depreciation of which started as of such dats. . -

Fees and payments for services

The variation was basically generated by the decreasa in; (i) advisory and consulting expenses by 12.5 million
primarily as a result of expenses incurred in 2001 due to Telefénica's business reorganization; (i) building
maintenance expenses by 2.3 million, resulting primarily from commercial office refurbishing in 2001; (i)
advertising expenses by 16.0 million related to the completion of certain advertising campaigns carried outin
2001; (iv) calee commission expenses by 3.7 milllan: and (v) charges for interconnection with cther operators by
4.7 million due to rate reduction and decreased consumption.

Material consumption and other

Costs for consumption of materials and other supplies increased from 11 miliion in 2001 to 13 million in 2002,
which repregents an 18.2% increase. This variation is primarily the result of price changes In certain imported
supplies.

Allowance for doubtful accounts
The charge for the allowance for doubtful accounts increased to 60 million in 2002 from 46 million in 2001, This
represents a 30.4% increase. This chenge arises mainly from the estimated affect of the: Arpentine

macroaconomic situation on collection terms and delinquency levels, which has affected significantly certain types
of customers.

Sales cost

The decreasad cost of sales results mainly from the decrease of telephony equipment and accessories sales,
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Other

The *Other” charge to income increased from 45 mitlion in 2001 to 47 million in 2002, which represents a 4.4%
increase. This is primarily the result of higher rent expenses for 5 milllon related to sgtetlite and submaring cable
jeases denominated in foreign currency partially offeet by & reduction in other operating expenses.

Financial Gains and Losses

Consolidated gross capitalized interest totaled 4 million in 2002 and 9 million in 2001.

in line with Resolution MD No. 3/2002 from the CPCECABA, as described in Notes 2.3. and 2.6.g) to the _
Company’s financial statements for the three-month periods ended March 31, 2002 and 2001, Telefonica and its
contrelled company Telinver S.A. capitalized exchange differences for an amount of 988 million in fixed assets and
intangible assets as of March 31, 2002, net of depreciation and amornzation.

Financial Gains and Losses amounted to a loss of 2,589 million in 2002, after the capltallzgtim of exchange
differences, and 33 million in 2001. The change was mainly due to the effect of the Argentina’s peso devaluation
on the net position of assets and liabilities in foreign currency of Telefénica.

Other Expenses, Net

Other expenses, net decreased to 17 million in 2002 from 20 million in 2001 which represents a 15.0% dacrease.
This change arose mainly from decreaged charges due (o less employee termination. Such decreasa was partially
offset by an increase in allowance for contingencies.

Nst loss of spun-off businesses

Includes loss of spun-off businesses in the reorganization process for January, 2001. See Note 5.1.a) to the
Company's financial stataments for the three-month periods ended March 31, 2002 and 2001.

Net (Loss) income for the pariod

As a result of the factors discussed above, net (joss) income amounted to a loss of 2,484 million in 2002 and a
gam of 44 mitlion in 2001. -

Media Business

The Company looks to TESA's global media affiliate, Telefénica Media S.A., to set the business strategy for Atco
and AC. The Company considers Atco and AC to be passive investmeants.

On the basis of financial information available as of March 31, 2002, Atco preseants negative shareholders’ equity.
Also, given that the Company is under no obligation to make capital contributions to Atco for the purpoge of
restoring the latter's negative shareholders’ equity, the Company valued its investment in Atco as of March 31,
2002 at nil, to adjust it lo its estimated recoverabie veluc, and did not book any relsted liabllity Additionally, as of
March 31, 2002, the Company decided to value the investment in AC at nil, to adjust it to its recoverable value
pursuant to information available as of such date.

Company’s Liquidity and Capital Resources

As of March 31, 2002, the Company's total liabilities amount to 1,788 million, which consist of 22 million in
negotiable obligations (including interests as of that date), 1,453 million of payables to related parties, 308 million
related to the Company’s investment in Cointel (see Note 2.6.¢)1. 10 the Company’s financial statements as of
March 31, 2002 and 2001) and 6 million in tax Yiabilities, other payables and short-term accounts payable.

As of March 31, 2002, the Company's cash and cash equivalents amount to 0.1 miltion.
Historically, the Company has funded its capital requirements principally through cash dividends from Cointel, fees

collected for financial services and uther services rendered to TESA Arg., as operator, proceeds fmm dispositions
of its ownership interests and other assets, and bank borrowings.
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anv's principal source of cash has traditionally been dividends paid to it by Cointel. Cointel paid to its
.sr::r::;r:ersyanp;g%crggateoof 1,452 million in cash andhl’n-l(lnd dividends from January 1, 19984 through N!arct'\ 3.
2002. Cointe! did not pay dividends during the three-month periods ended M_arch 31,2002 and 2001. Cointel's
principal source of cash revenuss is the cash dividends paid to it by Telefénica. Teielonica paid Qomtel an
aggregate 1,190 miltion in cash dividends from January 1, 1884 through March 31, 2002. Telefbnica did not pay

dividends during the three-month period ended March 31, 2002.

In 1997 the Compan an recelving significant fees for financial advisory and other services it renders to TESA
Arg. under the Cgmpya:;g Advisory Contract. During 2002 and 2001, the Company collected 0.1 mu[lqn and 16
million, respectivaly. As of the issuance date of these financial statements, TESA Arg. repaid .8.8 million of its debt
as of March 31, 2002 of the fea mentioned abova, Such rapayment was made through a credit compensation (4.7
mittion) and in cash (4.6 million). See Note 16. to the Company’s financial statements as of March 31, 2002 and

2001.

The Company uses its funds mainly to pay principal amount and interest on its debt, to acquire ownership interest
and to make capital contributions to controlied companies and related companies. During 2002 and 2001 the

Company did not pay dividends,

As a consequence of the transfer of the Company’s shares to TESA, as explained in “Agreement between the
Company's Former Principal Sharsholders and TESA”, that materiulized a “Change of Control” as defined in the
Negotiabie obligations issuance terms and conditions; and as provided in its terms and conditions, the ‘Company
has granted to the noteholders the right to request the Company to repurchase their Negotiable obligations at a
purchase price in cash egual to 101% of the principal amount thereof plus acerued and unpaid interest through
February 14, 2001 ("the Repurchase Date”). Therefore, on the Repurchase Date and in March 2001, the
Company repurchased part of such Negotiable obligations for a face value of 464.9 million, and had to pay 468.5
million plus intereat and applicable taxes, The funds required to repurchase the bonds were oblsined through a
loan from TISA in the amount of US$530.1 million. See Note 11.3.d. to the Company's financlal statements as of
March 31, 2002 and 2001, Additicnally, in August 2001, the Company decided to accept an offer to repurchase the
balance of Serie C Negotisble Obligations, whose face value amounted to 0.3 million,

On October 9, 2001, as a consequence of the CNV solicitation from July 20, 2001, the Company’s Board of
Directors rasolved to call 38 Speciat Series A and B Noteholders” Meeting to be held on October 30, 2001, which
was celebrated in second call on November 12, 2001, to request an authorization to eliminate and/or modify
certain commitments assumed in connection with the lssuance terms and conditions of such Obligations
negotiable ("the Authorization"). Additionatly, on October 12, 2001, the Company's Board of Directors resolved to
repurchase Series A and B negotiable obligations from its noteholders (“the Purchase Offer”), at a purchase price,
in cash, equivalant to 100% of the principal amount ("the Repurchase Price”) plus interest accrued and unpald
through the day immediately preceding to the repurchase date (“the Second Rapurchase Date™). As a resutt of the
Purchage Offer on Noevember 13 and December 5, 2001, the Company repurchased Negotiable Obligations for a
face value of US$20.3 million plus interest sccrued and taxes related. The funds required to repurchase negotiable
obligations were partially obtained througn a loan from TESA in the amount of US$11 million. See Note 11.3.4. tn
the Company’s financial statament as of March 31, 2002 and 2001. The cost derived from the above-mentioned
repurchass, including legal and technical advisory fees and the Authorization Fee, amounted approximately to 1
million, which had been accrued as of December 31, 2001.

On February 12, 2002, the Company cancelied the balance of the principal of Negotiable Obligation Serias A that
amounted to US$7.0 million and interest accrued as of such date.

After tha repurchases and repayments mentioned above, the Company has cancelied approximately 98.5% of the
Negotiable Obligations for a face value of 492.4 million. As the Company intends to repay the Negotiable
obligations during the next twelve months, it has classified the principal amount of US$7.6 million as Current bank
and other financial payables as of March 31, 2002, See Note 7. to the Company’s financial statements as of March
31, 2002 and 2001.

Through a letter dated November 5, 2001, TISA had informed to the Company that it was its firm intention not te
require the repayment of the principat amount of the outstanding loan until December 31, 2003, Subsequently,
through a letter dated February 25, 2002, TISA notified that the commitment assumed by such company,
mentioned in the letter dated November 5, 2001 was no longer effective. Consaquently, the Company has
classiflad such loan as *Current liabilifies — Accounts payable to related parties” as of March 31, 2002,

According to the above-mentioned, as of March 31, 2002, the balance of the principal related 1o TISA"s loan, afte
the interest capitalization mentioned above, amounted to US$499.8 million (equivalent to $1,425 miflion as of
March 31, 2002). In obtaining the above-mentioned loan, the Company has assumed certain commitments, mainly
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involving limitations on the sale of assets, limitations on fiens of certain assgts, Iimita_tions on the pompany or any
of its affiliates bacoming a party in merger or spin-off operations, with certain excephons._ln agdition, the loan shall
forthwith become Oue and payabls. 1) upon the Company defaulting on any of the commitments assumed under
the loan agreement, 2) in the event of any change in the Company's controlling shareholqer, 3} if the Company or
its affiliates are unable to comply with their obligations, 4) changes in the Ccmpany's main business activity, 5) if
the Company or any of its affiliates lose the government licenses oprained and 8) if thare are changes in the '
Company’s equity, economic and financial situstion that due to their adverse naturg may affect the Company s
ability to comply witn the ubligations assumed in the agresment or if there ars restrictions thet may nn'ut the abllity
of the Company to repay its debts. Through letter dated on February 25, 2002, TISA, has advused‘tha Company
that for the twelve-month period as from February 25, 2002, (beyond the due date of such debt): (i) the effects of
the Public Emergency and Currency Exchange System implemented in Argentina by Decree No. 1,579/01, Law
No. 25,561, a5 supplemented and amended, effective in Argentina shall not be considered by the creditor as an
evant of default; and (i) the creditor ahall not consider that, as of such date, an acceleration event has been
vermed under the ayresment regording restrictions that may limit the Company's ability to make the payments due

under the agreement with TISA.

As of March 31, 2002, current assets in foreign currency are lower than current Yiabllities in foreign currency in the
amount of approximately 1,478 million (equivalent tn 11S$517 million as of March 31, 2002). See Note 11.3.d. to
the Company’s financlal statement as of March 31, 2002 and 2001.

The Company s evaluating Cointel's financing needs considering the Argentine economic situation and the
current difficuties to have access to credit, See Note 2.6.¢)1. to the Company’s financial statement as of March

31, 2002 and 2001.

The Company has prepared its financing projections and plans expecting to cover future fund neads to face shont
debt mainly with funds generated by operations plug, as it is possible, by tha evolution of current econemic
measures, bank foans and access to capital markets; or otherwise, requesting for iong-term refinancing of its
payables,

Howaver, owing to the macroeconomic situation described in Note 10. to the Company’s financial statements for
the three.month periods endad March 31, 2002 and 2001, as of the date of issuance of these financial statements,
third parties’ credit lines are not availabie in amounts sufficient to enable the Company to, together with interrally
generated funds, meet current debt obligations. Furthermore, it is not possible to detarmine whather this situation

will avolve favorably in the short term.

On the other hand, TESA has advised the Company that, as of the date of issuance of these financial statements,
it is stif ovaiusting the Argentine macrnreonomic context and analyzing financing aftematives for the Company,
including the possibility of refinancing ar nat over long-term its cuttent loans to the Company and, if necessary,
providing additional financing. -

Censequently, the Company’s ability to settle its payables to local and foreign creditors depends upon the
possibitity of obtaining financing or, if not possible, of refinancing financial payables, as well ag, If necessary, the
granting of additional financing by its direct of indirect controifing companies.

Should no financing altematives be available for the Company or should the Company not succeed in obtaining
refinancing, the Company would not have sufficient funds available to meet its current liabilities payable to local
and foreign creditors.

Although the Company will make its best effort to obtaln such financing, as of the date of issusnce of these
financlal statements, it is not possible to ensure what the result of such negotiations will be or if the rastrictions for
making transfers abroad will enable the Campany to settie its current tiabilities in the normael couree of business
and maintain Its normal operations.

Trend Information

The Company’s main activity is its indirect ownership interest in Telefénica through Cointel. Therefore, the
information about trends that follows corresponds to Telefénlca's activities.

Telecommunlcations Business

With the advent of competition since Novernber 1999 and as fully liberalized competition commenced on
November 8, 2000, operators under additional new licenses began to provide one or more of local, domestic tong-
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distance and international service. Telefdnica expects that the tevel of competition in its markets will increase in
the future. As of Devember 2001, more than 28 new telephony licenses for local and/or long-distance services
have been granted under Resalution 16,200/89. These licensees were not antitied to luunch their services until
November 2000 when the full iberalization was introduced. As of March 10, 2002, 8 licensees are providing iocal
and/or fixed long-distance telephone service. These companies are Techtel S.A., Impsat, Keytech (wi_wich Is
operated by AT&T Latin America), CTi, Movicom Bell South, Comsat, Telefonica (in the Northem Region) and

Telecom (In the Southemn Region).

Telefonica is subject to competitive pressures due 1o the development of increased domestic and international
transmission capacity. Additionally, as competition becomes mare prevalent, prices paid for services may keep
falling below tariff rates, perhaps significantly.

As a resun of the pre-subseription process through which customers are able to seiect a provider of fong-distance,
certaln Iocal services customers of Telefénica opted for one of the other long-distance uperators (Movicom/CTP,
Keytech, Tochtel, Comsat, Impsat, CTi/integraies and Telecom), and certain Telecom local gervices customars
opted for Telefénica or for Movicom/TCP or the others as thew new provider of service. As of February 3, 2002,
the total number of customers gained (approximately 270,000 lines) do not compensate for the customers of

I efefonica in those customer segments that have opted for other providers (approximately 754,000 lines). In the
near future, customers will select the long-distance call provider by dialing a three-gigit code. Telefdnica believes
that any additional loss of tong-distance revenues when this new system is implemented will depend on the
specific service and price offerings, which may vary among operators.

Because there is no pracedent for competition in the Argentine telecommunications market among providers of
basic telephone services, and since the recent devaluation for the Argentine peso is a dramatic change to what
have been the economic conditions under which all domestic companies have run their businesses during the (ast
years, Telefonica iz unable to predict the precise extent of future losses of market share, the speed with which it
might occur or the effact on Telefénica's averall operations or revenues.

The principa) strategic objective of Telefénica is to compets successfully Bnd tu maintaln a leaderehip pasition in
the Argentine telecommunications industry. Telefdnica has been preparing for the new competitive environment;
howevaer, there can be no assurance that the consequences of the introduction of compstition will not materially
and adversely affect the business, the financial position or results of the operations of Telefsnica. While thare can
be no such assurance, in the opinion of Teleftnica's management, the implementation of Telefonica's business
strategies will continue to have a beneficial eftect on the future competitiveness of its telecommunications
business, mitigating the negative effects of increasing compatition in the Argentine market.

Telafénica has followed a financing poficy that has combined the use of intemaily-generated funds with use of
third-party and majority-shareholder financing. T

Telsftnica has prepared its financing projections and pians expecting to cover future fund needs to continue its
investment plan and to repay short and long-term debt mainly with funds generated by the operations plus bank
loans and access to capital markets, Altarnatively, it would request long-term refinancing of its payables.

Howe_var. owing to the macroeconomic of Argantina, third parties' credit lines are not available in amounts
sufficient to enable Telefdnica to, together with intemally-generatad funds. meet current debt obligations.
Furthermore, it is not possible to determine whether this situation will evolve favorably in the short term.

Since early December 2001, Argentine authorities Implementad a number of monetary and currency-exchange
exchange control measures that mainly included restrictions on the withdrawal of funds deposited with banks and
tight restrictions on making transfers abroad, with the exception of those related to foreign trade and other
authorized transactions.

T alefqnlce’s ability to settle its payables to local and foreign creditors depends upon the possibliity of obtaining
financing or, if not possible, of refinancing financial payables, as well as, if necessary, the granting of additional
financing by its direct or indirect controlied companies.

Should not ﬁnancing alternatives be available for Teleftnica or should Telefonica not succeed in cbtaining
reﬂnanqmg. Telsfénica would not have sumclent funids available to moet ite current liabilting paysble (Including
those disclosed as current on Telefonica’s balance sheet as of March 31, 2002 as well as those liabilities that
would tum into current payables if creditors claimed a default) to local and foreign credtitors.




23

Although Telefonica will make ita best efforts 10 nbtain such financing, as of the date of issuance of these financial
statements, it is impossibie to snsure what the result of such negotiations will be or if the 1estrictions for making
transfers abroad will enable Telefonica to settle its current liabilities in the normal course of business and to
maintain its normal operations.

Medla Business

The Company looks to TESA's global media affiliate, Telefénica Media S.A., to set the business strategy for Atco
and AC. The Company considers Atco and AC to be passive investments. On the basis of financlal information
available as of March 31, 2002, Atco presents negative shareholders’ equity. Also, given that the Company is
under no obligation to make capital contributions to Ateo for the purpase of restoring the latter's negative
shareholders’ squity, the Company valued its investment in Atco as of March 31, 2002 at ni), to adjust it to its
estimated recoverable vaiue, and did not book any related fiability. Additionaily, as of March 31, 2002, the
Company decided to value the investment in AC at nil, to adjust it to its recovarable value pursuant to information
avnilable as of such date.
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TELEFONICA HOLDING DE ARGENTINA S.A.
(formerly known as CE! CITICORP HOLDINGS SOCIEDAD ANONIMA)

We have audited tﬁe accompanying balance sheets of Telefénica Holding de Argentina S.A. (formerly known
as CEI CITICORP HOLDINGS SOCIEDAD ANONIMA) (an Argentine corporation) as of December 31, 2001
and 2000, and the related statements of income, changes in shareholders’ equity and cash flows for the years
ended December 31, 2001, 2000 and 1999, all expressed in Argentine pesos (Notes 2.1. and 2.3.). These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an

opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards in Argentina. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit aiso includes assessing the
accounting principles used and significant estimates made by management as well as evaluating the overall
financial statement presentation. We believe that our audits and the reports of other auditors provide a

reasonable basis for our opinion.

We did not review the financial statements of Torneos y Competencias S.A. as of March 31, 2001, which were
used by the Company to determine the investment in such company as of its disposition date, and
consequently, as explained in Note 5.2.a) to the accompanying financial statements, to determine the amount
of the other contributions included in the Company’s statement of changes in shareholders’ equity for the year
ended December 31, 2001. The other contributions mentioned above and the gain reported for the
aforementioned company for the period ended March 31, 2001, amounted to $9,809,153, and were disclosed
under “Non-capitalized contributions — Other contributions” and “Equity in (loss) earnings of ownership
interests in related parties ((loss) income attributabie to controlled companies and joint venture companies)” in
the Company's statement of changes in shareholders’ equity and statement of income for the year ended

December 31, 2001. The financial statements of Torneos y Competencias S.A. as of March 31, 2001 were
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reviewed by other auditors, whose report dated May 31, 2001, has been furnished to us by the Company.
Additionally, we did not audit the financial statements of Torneos y Competencias S.A. as of September 30,
2000, the investment in which is reflected in the accompanying financial statements as of December 31,
2000, using the equity method of accounting. The investment in Torneos y Competencias S.A. represents
2.2 percent of total assets as of December 31, 2000. Additionally, we did not audit the financial statements of
Forestal Nortefia S.A. (former Zapla Forestal S.A.) as of September 30, 1999. The loss reported for the
aforementioned companies disclosed under “Equity in (loss) earnings of ownership interests in related parties
((loss) income attributable to controlied companies and joint venture companies)” and “Net income related to
the Contract” in the Company's consolidated statements of income amounted to $8,846,381 for the year
ended December 31, 2000. The financial statements of Toreos y Competencias S.A. as of September 30,
2000 and the financial statements of Forestal Nortefia S.A. (former Zapla Forestal S.A.) as of September 30,
1999 were audited by other auditors, whose reports dated November 14, 2000 and February 7, 2000,
respectively, have been furnished to us by the Company. Likewise, we did not audit the financial statements
of Torneos y Competencias S.A. as of September 30, 1999, the investment in which, together with the
investment in Forestal Nortefia S.A. (former Zapla Forestal S.A.) as of September 30, 1999, are reflected in
the accompanying financial statements as of December 31, 1999, using the equity method of accounting.
The'investments in Tomeos y Competencias S.A. and Forestal Nortefia S.A. (former Zapla Forestal S.A.)
represent 2.8 percent of total consolidated assets as of December 31, 1999. Additionally, we did not audit
the financial statements of Atlantida Comunicaciones S.A. as of December 31, 1998 and of Zapla Holdings
S.A. as of September 30, 1998. The loss reported for the aforementioned companies disclosed under “Equity
in (loss) earnings of ownership interests in related parties ((ioss) income atiributabie to controlled companies
and joint venture companies)” and “(Loss) Gain from dispaositions of ownership interests in related parties,
net” in the Company's consolidated statements of income amounted to $69,864,520 for the year ended
December 31, 1999. The financial statements of Torneos y Competencias S.A. as of September 30, 1999, of
Atlantida Comunicaciones S.A. as of December 31, 1998 and of Zapla Holdings S.A. as of September 30,
1998 were audited by other auditors, whose reports dated November 22, 1999, March 5, 1999 and December
5, 1998, respectively, have been fumnished to us by the Company. Consequently, our opinion, insofar as it

relates to the amounts included for those entities, is based solely on the reports of the other auditors.

4. As described in Note 17.1. to the accompanying financial statements, in the last few months, a'deep change
has been implemented in the economic mode! of Argentina as well as in the Convertibility Law that was in

place since March 1991 (whereby the Argentine peso was pegged at parity with the US dollar). The main
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consequences of the set of measures adopted by the Argentine Federal Government, which are detailed in
the above mentioned note, are (a) the devaluation of the Argentine peso with respect to the US dollar and de-
dollarization of certain assets and liabilities in foreign currency held in the country, the effects of which will be
recognized in the next period in accordance with generally accepted accounting principles in Argentina
(“Argentine GAAP"); (b) the implementation of restrictions on the withdrawal of funds deposited with financial
institutions; (c) the restriction on transfers abroad on account of financial loans principal services and
dividend distributions without prior authorization from the Banco Central de la Republica Argentina; (d) the
increase in domestic prices and (e) in the case of Telefénica de Argentina S.A. (“Telefénica”), one of the
Company’s related company, the need to renegotiate with the Argentine Federal Government future rates that
Telefdnica will charge to its customers for telecommunications services (Note 5.1.2). The future development
of the economic crisis may require further measures from the Argentine Federal Government. The
accompanying financial statements should be read taking into account the issues mentioned above. As a
result of the need to renegotiate with the Argentine Federal Government future rates, the amount of future
telecommunications service revenues and net cash flows cannot be predicted. The recoverability of the
amount booked as of September 30, 2001 in fixed assets corresponding to the telecommunications business
of Telefonica totaling 1,455 million, considering the Company’s indirect ownership interest in such company,
depends on the effect that the outcome of the rate renegotiation may have on Telefénica’s operations.
Additionally, the estimated effect of the devaluation on the Company’s shareholders’ equity, after computing
the exchange difference that should be capitalized under generally accepted accounting principles in
Argentina could, if the Company’s shareholders’ equity becomes negative, cause the Company to fall within
one of the mandatory capital reduction events or within a dissotution event provided by sections 206 and 94

of the Business Associations Law effective in Argentina.

in our opinion, based on our audits and the reports of other auditars, the financial statements mentioned in
paragraph 1. present fairly, in all material respects, the financial position of Telefénica Holding de Argentina
S.A. (formerly known as CEl CITICORP HOLDINGS SOCIEDAD ANONIMA) as of December 31, 2001 and

2000 and the results of its operations and its cash flows for the years ended December 31, 2001, 2000 and

1999 in conformity with Argentine GAAP.

The financial statements of the Company as of December 31, 2001 and the financial statements of its related
companies Compafia Internacional de Telecomunicaciones S.A. (“Cointel”) and Telefonica as of December

31, 200'1 have been prepared assuming that these companies will continue as a going concern. As discussed
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in Notes 5.1.a) and 11.3.d. to the accompanying financial statements, as of December 31, 2001 the
Company’s current assets in foreign currency and Cointel and Telefdnica’s consolidated current assets in
foreign currency are lower than the respective current liabilities in foreign currency of such companies and it
is uncertain whether the Company, Cointel and Telefdnica will obtain refinancing or additional credit lines to
be able to pay their current debt or whether the Banco Central de la Replblica Argentina will authorize
transfers abroad to pay to foreign creditors. The situations described above and the potential adverse effect
of the outcome of the pending rate negotiation of Telefénica mentioned in paragraph 4., give raise to a
substantial doubt about such companies’ ability to continue as a going concern. The financial statements as
of December 31, 2001 do not include any adjustments relating to the recoverability and classification of asset
carrying amounts or the amount and classification of liabilities that might result from the outcome of these

uncertainties.

7. Certain accounting practices used by the Company in preparing the accompanying financial statements
conform with Argentine GAAP, but do not conform with accounting principles generally accepted in the United

States of America. See Note 15.

Buenos Aires,
February 26, 2002

Buenos Aires University
C.P.CE.C.F. Vol. 163 - F.202




TELEFONICA HOLDING DE ARGENTINA S.A. (formerly known as CEIl
CITICORP HOLDINGS SOCIEDAD ANONIMA) (1)

Registered Address: Tucuman 1 - 187 floor - Buenos Aires - Argentina

FINANCIAL STATEMENTS FOR THE YEARS ENDED

DECEMBER 31, 2001, 2000 AND 1999

Principal Business: Holding Company.
Registration with the Public Registry of Commerce:

- Of the articles of incorporation: October 25, 1976.
- Of the last change to the bylaws: April 18, 2001. See Note 12.

Registration number with the “Inspeccién General de Justicia” (the governmental regulatory agency of
corporations): 6,133.

Duration of the corporation: through October 24, 2075.
Fiscal year-end: December 31.
Controlling company:
Name: Telefonica Internacional, S.A.
Registered address: Tucuman 1 - 17" floor - Buenos Aires - Argentina.
Principal Business: Holding Company.
Controlling shareholding percentage of the Company's capital stock: 99.96%. (See Note 6.6.)

Controlling shareholding percentage of the Company's total votes: 99.97%. (See Note 6.6.)

Capital structure: See Note 6.1.

Subscribed and paid in

QOutstanding common shares (face value 1)

Class A, 5 votes per share 30,427,328
Class B, 1 vote per share 374,302,032
Total shares authorized for public offering (2) 404,729,360

(1) See Note 12.
(2) See Note 6.6.

HORACIO C. SOARES
/ President /




TELEFONICA HOLDING DE ARGENTINA S.A. (formerly known as CEl

CITICORP HOLDINGS SOCIEDAD ANONIMA)

UNCONSOLIDATED BALANCE SHEETS AS OF DECEMBER 31, 2001 AND 2000 (1)
(stated in Argentine pesos - see Notes 17.1. and 2.3.)

CURRENT ASSETS

Cash

Short-term investments (Note 16.2.)

Other receivables (Note 3.1.)

Receivables from related parties (Note 11.1.)

Total current assets
NONCURRENT ASSETS
Other receivables (Note 3.1.)
Ownership interests in related parties (Note 16.1.)
intangible assets and deferred charges (Note 16.3.)
Total noncurrent assets
Total assets
CURRENT LIABILITIES
Accounts payable to related parties (Note 11.1))
Bank and other financial payables (Note 3.2.)
Taxes payable
Accounts payable and accrued liabilities
Other payables (Note 3.3.)
Payroll and social security taxes payable

Total current liabilities and total liabilities

SHAREHOLDERS' EQUITY (per refated statements)

Total liabilities and shareholders’ equity

(1) See Note 2.2.a).

2001 2000
394,664 4,777,817
1,000,187 3,969,389
752,244 2,080,679
10,039,500 412,400,341
12,186,595 423,208,226
12,080,623 7,932,523
711,225092 767,529,179
277,140,521 332,376,162
1000446236  1,107,837,864

1,012,632,831

1,531,046,090

483,273,965 350,988
15,316,333 523,718,026
382,548 4,920,311
1,313,886 668,462
1,037,552 83,905,281

- 43,761
511,324,284 613,606,830
501,308,547 917,439,260

1,012,632,831

1,531,046,090

The accompanying Notes 1 to 17 are an integral part of these financial statements.




TELEFONICA HOLDING DE ARGENTINA S.A. (formerly known as CEl
CITICORP HOLDINGS SOCIEDAD ANONIMA)

UNCONSOLIDATED STATEMENT OF INCOME

FOR THE YEAR ENDED DECEMBER 31, 2001 AND CONSOLIDATED

STATEMENTS OF INCOME FOR THE YEARS ENDED DECEMBER 31, 2000 AND 19989 (1)

(stated in Argentine pesos - see Notes 17.1. and 2.3.)

2001

2000

1999

(unconsolidated) (consolidated)

Equity in (loss) earnings of ownership interests in related parties
(loss) income attributabie to controlled companies and joint venture

(consolidated)

companies) (Note 3.5.) (21,390,891) (107,605,802) 20,564,435
Fees for services rendered to related parties, net (Note 11.2.) 52,490,175 65,929,769 70,658,495
Administrative expenses (Note 16.5.) (4,088,361) (16,196,030) (24,887,769)
Unrecoverable value added tax and other taxes (233,853) (2,691,681) (3,590,260)
Amortization of intangible assets and deferred charges (Note 16.3.) (19,038,909) (45,085,186} (42,738,613)
Financial (expense) income and holding (losses) gains, net (Note 3.6.) (5,373,010) (98,694,942) (86,761,181)
Other expenses and income, net - (2,791,279) -

Net income related to the Contract (Note 3.7.) - 45,863,841 -
Loss from dispositions of ownership interests in related parties (Note

5.2.%) - - (65,623,704)
Special compensation plans for Directors and Executive officers

(Note 10.) - - (761,861)
Income (loss) before income tax 2,364,151 {161,271,310) (133,140,258)
income tax - {27,000,000) -
Net income (loss) for the year 2,364,151 (188,271,310) (133,140,258)
Earmnings (Lass) per share (2) 0.005 (0.376) (0.266)

(1) See Note 2.2.a).
(2) Calculated based on weighted average number of outstanding shares during the year.

The accompanying Notes 1 to 17 are an integral part of these financial statements.

President
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TELEFONICA HOLDING DE ARGENTINA S.A. (formerly known as CEIl
CITICORP HOLDINGS SOCIEDAD ANONIMA)

STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999
{stated in Argentine pesos — see Notes 17.1. and 2.3.)

2001
Shareholders’ investment Non-capitalized contributions
Irrevocable
capital
contributions
Addltional for future share Other
Description Capital stock paid-in capital subscriptions contributions

Balance at beginning of year 500,000,000 96,834,235 2,000,000 2,825,103
Reserve for future dividends as approved by the

Regular and Special Shareholders’ Mesting of

April 30, 2001 - - - .
Effect of Telefénica de Argentina S.A.'s spun-off

businesses (Note 5.1.a) - - - -
Other capital transactions {(Note 6.5.) - - - 7,671,032
Reduction of the Company’s capital stock as

approved by the Regular and Special

Shareholders” Meeting of January 18, 2001

and November 2, 2001 and its adjournment of

November 15, 2001 (Note 6.6.) (95,270,640) (18,450,919) - (1,999,947)
Net income for the year - - - -
Balance at end of year 404,729,360 78,383,316 2,000,000 8,496,188

2001
Retained earnings
Legal Reserve for Unappropriated
Description reserve future dividends earnings Total

Balance at beginning of year 39,898,655 - 275,881,267 917,439,260
Reserve for future dividends as approved by the

Regular and Special Shareholders' Meeting of

Aprit 30, 2001 - 240,000,000 (240,000,000) -
Effect of Telefonica de Argentina S.A.'s spun-off

businesses (Note 5.1.a) - - 1,220,040 1,220,040
Other capital transactions (Note 6.5.) - . - 7,671,032
Reduction of the Company’s capital stock as

approved by the Regular and Special

Shareholders” Meeting of January 18, 2001

and November 2, 2001 and its adjournment of

November 15, 2001 (Note 6.6.) (7,602,341) (240,000,000) {64,062,088)  (427,385,936)
Net income for the year - - 2,364,151 2,364,151
Balance at end of year 32,296,314 - (24,596,631) 501,308,547

The accompanying Notes 1 to 17 are an integral part of these financial statements.

{ORACIO C. SOARES
4 President
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TELEFONICA HOLDING DE ARGENTINA S.A. (formerly known as CEl
CITICORP HOLDINGS SOCIEDAD ANONIMA)

STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999
(stated in Argentine pesos - see Note 2.3.)

2000

Shareholders’ investment Non-capitalized contributions

Irrevocable
capital
contributions

Additional  for future share Other
Description Capital stock  paid—in capital _subscriptions contributions

Balance at beginning of year 500,000,000 96,834,235 - -
Irrevocable capital contributions

for future share subscriptions

(Note 6.2.) - - 20,235,000 -
Redemption of irrevocable capital

contributions for future share

subscriptions (Note 6.2.) - - {18,235,000) -
Other capital transactions (Notes

6.3. and 6.4.) - - - 2,825,103
Net loss for the year - - - -
Balance at end of year 500,000,000 96,834,235 2,000,000 2,825,103

2000
Retained earnings
Legal Unappropriated
Description reserve earnings Total

Balance at beginning of year 39,898,655 464,152,577 1,100,885,467
Irrevocable capital contributions

for future share subscriptions

(Note 6.2.) - - 20,235,000
Redemption of irrevocable capital

contributions for future share

subscriptions {Note 6.2.) - - (18,235,000)
Other capital transactions (Notes

6.3.and 6.4.) - - 2,825,103
Net loss for the year - (188,271,310) (188,271,310)
Balance at end of year 39,898,655 275,881,267 917,439,260

The accompanying Notes 1 to 17 are an integral part of these consolidated financial statements.

1

/
ORACIO C. SOARES
President :
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TELEFONICA HOLDING DE ARGENTINA S.A. (formerly known as CEl
CITICORP HOLDINGS SOCIEDAD ANONIMA)
STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999
{stated in Argentine pesas — see Note 2.3.)
1999
Shareholders’ investment Retained eamnings
Additional Unappropriated
Description Capital stock_ _paid—in capital _ Legal reserve earnings Total
- Balance at beginning of year 500,000,000 96,834,235 36,110,040 601,081,450 1,234,025,725

Appropriation of eamnings to legal

reserve as approved by the

Regular and Special

Shareholders” Meeting of April

29, 1999 - - 3,788,615 (3,788,615) -
Net loss for the year - - - (133,140,258) (133,140,258)
Balance at end of year 500,000,000 96,834,235 39,898,655 464,152,577 1,100,885,467

The accompanying Notes 1 to 17 are an integral part of these financial statements.

ORACIO C. SOARES
President




-7

TELEFONICA HOLDING DE ARGENTINA S.A. (formerly known as CE! CITICORP
HOLDINGS SOCIEDAD ANONIMA)

UNCONSOLIDATED STATEMENT OF CASH FLOWS (1)
FOR THE YEAR ENDED DECEMBER 31, 2001
AND CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2000 AND 1999 (2)
(stated in Argentine pesos - see Notes 17.1. and 2.3.)

2001 2000 1999
{unconsolidated) (consolidated}) (consolidated)

CHANGES IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at end of year (3) 1,394,851 8,747,206 7,646,571
Cash and cash equivalents at beginning of year 8,747,206 7,646,571 21,650,571 (7)
(Decrease) Increase in cash and cash equivalents (7,352,355) 1,100,635 (14,004,000}

Causes of changes in cash and cash equivalents
Cash flows from operating activities:

Net Income (loss) for the year 2,364,151 (188,271,310} (133,140,258)
Adjustments to reconcile net income {l0ss) to net cash used in operating activities:
Equity in eamnings (loss) of ownership interests in related parties 21,390,891 107,605,802 (20,564,435)
Amortization of intangible assets and deferred charges 19,039,909 45,085,186 42,738,613
Financial expense (income) and holding losses (gains), net (4) (47,998,615) 17,361,879 18,206,949
Net income related 1o the Contract (4) - (67,345,822) -
Cther expenses and income, net - 2,791,279 -
Loss from dispositions of ownership interests in related panties - - €5,623,704
Changes in assets and liabilities:
Other receivabies and fees receivable for services rendered to related parties 5,515,020 (1,001,214) 5,861,214
Other receivables (2,839,665) {4,669,333) (1,888,102)
Accounts payable and accrued liabilities 645,424 (5,188,209) (823,092)
Taxes payable, payroll and social security taxes payable (4,5681,524) (5.912,835) (392,472)
Other payables (3,218,718) (5,093,398) (1,125,669)
Dividends collected (Note 11.2.) - 68,800,000 795,440
Changes in assets and liabilities in subisidiaries dispesed of (5) - 27,346,354 -
Net cash used in operating activities (9,683,127) (8,491,621) (24,708,108)

Cash flows from investing activities:

Payables to related parties - 80,188 3,098,670
Capital contributions (net of reimbursements) and payments for the acquisition of T

ownership interests in related parties - (16,498,515) .  (82,340,608)

Receivables from related parties - (12,321.481) (5,841,729)
Other noncurrent assets - 1,223,262 103,989
Proceeds trom dispositions of ownership interests in related parties and other assets (6) - 162,910,000 126,518,169
Guaranties on disposition of companies - (9,698,880) .
Advance collected for future disposition of related parties - 80,000,000 -
Proceeds from disposition of Telefénica Class “B” shares - - 81,096,807
Liabilities from dispositions of ownership interests in related parties - - {10,750,348)
Other - (22.,208) 7.454

Net cash provided by investing activities - T 205,672,366 111,922,404
Cash flows from financing activities (8):
Payables to related parties 492,170,000 135,915,300 -
Proceeds of loans - 174,023,149 343,293,361
Other increases in bank and other financial payables 276,452 - .
Repayments of ioans (490,115,680) (420,828,763) (454,000,000)
Issuance cost of negotiable obligations and long-term financing - (3,020,345) (7,425,908)
Net funds (paid for) collected from financiat instruments (Note 9.) - (82,169,451) 16,914,251

Net cash provided by (used in) financing activities 2,330,772 (196,080,110} (101,218,296)

(Decrease) increase in cash and cash equivalents (7,352,355) 1,100,635 (14,004,000}

(1) Cash and cash equivalents. See Note 2.5.

(2) SeeNote 2.2.a).

(3) Supplemental information on cash fiows, see Note 14.

(4) Includes financial (expense) income and holding (losses) gains, net not involving movement of funds.

(5) See Notes 5.2.b) and d). .

(6) Additionally, the Company received a promissory note for 1JS$395.3 million for the disposition of Southtel Holdings S.A. See Note 5.2.b).

(7)  Additionally, as of December 31, 1998 the Company owns 29.5 million of Teletonica de Argentina S.A. shares,

(8) Additionalty, as of December 31, 2000, the Company has received imevocable capital contributions for future si
reimbursements, for an amount of 2.0 million. See Note 6.2.

The accompanying Notes 1 to 17 are an integral part of these financial state




TELEFONICA HOLDING DE ARGENTINA S.A. (formerly known as CEl
CITICORP HOLDINGS SOCIEDAD ANONIMA)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999

(amounts stated in Argentine pesos, unless otherwise indicated - see Notes 17.1. and 2.3.)

BUSINESS AND ORGANIZATION OF THE COMPANY

Telefénica Holding de Argentina S.A. (formerly known as CEl CITICORP HOLDINGS SOCIEDAD ANONIMA)
(see Note 12.) (“the Company”) is a holding company primarily engaged, through related companies in the
telecommunications business ("Telecommunications Business") and the media, programming and content
distribution business ("Media Business”) in Argentina.

As of December 31, 2001, the Company conducts its Telecommunications Business through its 50.0%
interest in Compaiifa Intemacional de Telecomunicaciones S.A. ("Cointel") (see Note 5.1.a), which controls
the outstanding capital stock of Telefénica de Argentina S.A. ("Telefénica”) through its ownership interest in
100% of Telefénica's Class “A” shares (see Note 8.1.a) and 40.2 million Class “B" shares of Telefénica which
represents approximately 2% of Telefénica's outstanding capital stock.

The Company conducts its Media Business in Argentina through its 26.8% ownership interest in Atlantida
Comunicaciones S.A. ("Atco”) (see Note 5.1.b). Atco is a holding company with a direct and indirect interest
in broadcast television companies and in radio stations. Likewise, the Company hoids a 26.8% ownership
interest in AC Inversora S.A. ("AC"). AC is a holding company with a direct and indirect interest in broadcast
television companies (see Note 5.1.c).

On April 11, 2000, certain affiliates of Hicks, Muse, Tate & Furst, Inc. ("Hicks Muse”), including HMTF -
Argentine Media Investments Ltd. ("HMTF"), Republica Holdings Ltd. ("Republica Holdings”) and Intemational
Investments Union Ltd. ("lIU") ("HMTF Affiliates™) and International Equity Investments, Inc. (*IEI"), a Citibank
N.A. subsidiary, (together with HMTF Affiliates, the "Former Principal Sharehoiders” and from now on the
“Participating Shareholders") and Telefénica, S.A. ("TESA") (“the Parties”) entered into a Stock Exchange
Agreement (the “Stock Exchange Agreement”, and from now on “the Contract”) whereby, after certain
precedent conditions were met, on December 15, 2000, the Participating Shareholders transferred to TESA
80.9% of the Company’s capital stock, representing 84.7% of the Companys total votes in exchange for
TESA common shares issued. On June 29, 2001, TESA informed the Company that on May 8, 2001, it
transferred to Telefénica Intemacional S.A. (“TISA”), TESA’s wholly owned subsidiary, all of TESA's 80.9%
equity interest in the Company. Additionally, as a result of several transactions described in Note 6.6., TISA’s
equity interest in the Company, increased from 80.9% to 99.96%.

The Company also conducted its Media Business through its 20.0% interest in Tomeos y Competencias S.A.
(“TyC"), a provider of sports and entertainment programming in Argentina. In May 2001, the Company
transferred to ACH Acquisition Co. ("ACH"), an affiliate of the Participating Shareholders, its ownership
interest in TyC (see Note 5.2.a). Additionally, the Company was engaged in the cable television business
through its indirect 35.9% interest in Cablevision S.A. (“Cablevisién”). On December 15, 2000, the Company
transferred to ACH, its ownership interest in Southtel Holdings S.A. ("Shosa®), whose main asset, as of the
disposition date, was its ownership interest in Cablevisién (see Notes 5.2.b) and ¢).




2. SIGNIFICANT ACCOUNTING POLICIES

2.1. Financial statements required in Argentina

2.2

In accordance with generally accepted accounting principles and current legislation in Argentina, the
presentation of the parent company’s individual financial statements is required. The consolidated
financial statements are to be included as supplementary information to the individual financial
statements. For the reasons explained in Note 2.2.a) and for the purpose of these financial statements,
the Company presents its individual financial statements as of December 31, 2001 and its consolidated
financial statements as of December 31, 2000 and 1999. The individual financial statements as of
December 31, 2000 and 1998 are not required by the Securities and Exchange Commission of the
United States of America (*SEC”).

Basis of presentation

a)

b)

The financial statements of the Company for the years ended December 31, 2001, 2000 and 1999
have been prepared in accordance with generally accepted accounting principles in Argentina
("Argentine GAAP") and in accordance with the requirements of the Comisién Nacional de Valores
(“CNV") and are presented in Argentine pesos (see Note 2.3.). The financial statements also include
certain additional disclosures in order to conform more closely to the form and content required by
the SEC.

Until September 30, 2000, the Company filed, for Argentine purposes, individual financial
statements, together with consolidated financial statements with its controlled companies Shosa and
South Cable Holdings S.A. ("South Cable"). As of December 31, 2001, and as a consequence of the
disposition of the Company’s ownership interest in these companies, the Company does not
consolidate its financial statements with Shosa and South Cable operations. See Note 5.2.b).
Additionally, as of December 31, 2000, the Company consolidates its financial statements with
Shosa and South Cable operations through December 15, 2000, date of disposition of these
companies. Consequently, and for the purposes of these financial statements, as described in Note
2.1., the Company presents its individual financial statements as of December 31, 2001 and its
consolidated financial statements as of December 31, 2000 and 1999. All information related to
operations included in these financial statements for the years ended December 31, 2000 and 1999
corresponds to consolidated financial information of the Company and its subsidiaries Shosa and
South Cable through December 15, 2000, date of disposition of these companies.

All material intercompany accounts and transactions have been eliminated in consolidation.

i) Shosa

On December 11, 1998, the Company and a minority shareholder organized Shosa, a company
engaged in investing in other companies. See Note 5.2.b).

ii) South Cable

On August 24, 1999, the Company and Shosa organized South Cable, a company engaged in
investing in other companies. See Note 5.2.d).

The information on the Company’s consolidated subsidiaries is as follows:

% of capital and votes

Shareholders’ equity held by the Company
Issuer as of December 31, 1998 as of December 31, 1999
Shosa 582,495,864 100.0
South Cable 49,804,000 : 100.0

In accordance with Argentine GAAP, Forestal Nortefia S.A. ("Forestal Nortefia”), subsidiary carrying
out dissimilar activities, has not been consolidated as of December 31, 1988 and is recorded as
long-term ownership interest in related parties valued by the equity method. As of December 31,
2001 and 2000, the Company sold its ownership interest in Forestal Nortefia. See Note 5.2.e).
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Presentation of financial statements in constant Argentine pesos

The financial statements fully refiect the effects of changes in the purchasing power of money through
August 31, 1995, by restating amounts in constant pesos by the method required by Technical
Resolution (“RT") No. 6 of the Federacién Argentina de Consejos Profesionales de Ciencias Econdmicas
(*FACPCE"). In compliance with applicable CNV resolutions, effective September 1, 1995, the Company
discontinued the application of the restatement method but maintained the restatements recorded until
that date.

This method is allowed by Argentine GAAP provided that the change in the price index applicable for
restatement purposes does not exceed 8% during the fiscal year. The change in the above index during
each of the fiscal years ended as from September 1, 1995 was below that maximum fimit.

Generally accepted accounting principles

When preparing these financial statements, the Company applied the valuation methods required by
applicable CNV resolutions which, in the Company's case, do not differ from those required by the
FACPCE. See Note 2.7. ‘

Furthermore, in connection with certain accounting issues related to the Public Emergency and Currency
Exchange System Reform Law, in January 2002 the Buenos Aires City Professional Council
(“CPCECABA") issued Resolution MD No. 1/02 that established, among ather things, that assets and
liabilities in foreign currency as of December 31, 2001, must be valued at the exchange rate effective as
of the last day on which transactions in foreign currency were made in Argentina. In the case of the US
dolar, the applicable exchange rate is US$1 = $1, which was the exchange rate effective under Law No.
23,928 (Convertibility Law) as of year-end. Additionally, in fine with the above, on January 23, 2002, the
CNV approved General Resolution No. 392. See Note 17.1.

Statement of cash flows

in the statement of cash flows, the Company considers ail highly liquid investments purchased with an
original maturity of three months or less to be cash and cash equivalents. The Company uses the
indirect method, which requires a series of adjustments to the year's net income (loss) to arrive at the
cash flow used in operating activities.

Valuation methods

The preparation of financial statements in conformity with generally accepted accounting principies in
Argentina requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses of each year. The ultimate resuits may
differ from those estimates.

The principal valuation methods used in the preparation of the financial statements are as follows:
a) Cash, receivables and liabilities
- Inlocal currency: at nominal vaiue.

- Inforeign currency: they have been converted at the exchange rates prevailing as of each year-
end for the settiement of the transactions concemed. Exchange differences have been
credited/charged to income of each year. The respective detail is included in Note 16.4. See
Note 17.1.

Receivables and payabies include the portion of the reiated financial income (expense) accrued
through the end of each year, if applicable.

b) Short-term investments

- Foreign currency deposits: at nominal value plus interest accrued through the end of each year,
translated at the exchange rate prevailing at each year-end for the settiement of these
transactions. See Note 17.1.
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Local currency deposits: as of December 31, 2000, at nominal value pius interest accrued
through the end of such year.

¢} Long-term investments

1.

Ownership interests in related parties valued by the equity method

The Company and certain of its ownership interests in related parties are subject to the reporting
rules imposed by the CNV on companies that it regulates. In general, such rules require that
such companies report their quarterly results of operations within 42 days after the end of their
quarters and their annual results of operations within 70 days after the end of the fiscal year or,
for both cases, two days following their approval by the Company's Board of Directors,
whichever occurs first. Because the Company has ownership interests in related parties most of
which are regulated by the CNV and tend to report their quarterly and annual results of
operations at the end of such 42-day and 70-day periods or, for both cases, two days following
their approval by the Company’s Board of Directors, whichever occurs first, the Company
includes the transactions of ownership interests in related parties with a lag of three months,
adjusted, if applicable, for significant events occurred during the three-month lag.

The investments in Cointel as of December 31, 2001 and 2000 and in TyC and Atco as of
December 31, 2000, have been valued by the equity method of accounting using the financial
statements of these companies as of September 30, 2001 and 2000, respectively, adjusted, if
applicable, for significant events occurred during the October-December 2001 and 2000
quarters, respectively, as mentioned below.

During the quarter October-December 2000, Atco made certain adjustments described in Note
5.1.b). The Company recorded a loss of 86.9 million corresponding to such adjustments, and
the net loss for the quarter ended December 31, 2000, proportionally to its shareholding interest,
and according to available information provided by Atco’s management, decreasing Atco’s
equity value as of December 31, 2000, by 95.9 million. The Company's Management believes
that there were no other significant events during the October-December 2001 and 2000
quarters that couid significantly affect the value of such investments as of December 31, 2001

and 2000, respectively.

The financial statements of the related companies were prepared in accordance with accounting
principles consistent with those used by the Company.

As from the effective date of Law No. 25,063, any dividends in cash or in kind received by the
Company on its investments in other companies, in excess of accumulated taxable income
(determined as required by this law), will be subject, upon distribution, to a 35% income tax
withholding as a single and final payment. The Company has not accrued any income tax
charge on such dividends since, according to its estimates, dividends from income recorded by
the equity method will not be subject to this tax. :

The recoverability of the Company’s investment in Cointel and the related goodwill as of
December 31, 2001, which amount to 988.2 million, was evaluated on the basis of the
Company's management best estimate of future cash flows of Telef6nica, considering
available information and future telephone service rates estimates. However, owing to the
regulatory uncertainty regarding rates evolution which, as described in Note 5.1.a), derive
from the pending negotiation with the Argentine Govermment, and the results of negotiations of
Cointel and Telefénica to obtain financing or to settle their current liabilities in the normal
course of their business and maintain their normal operations, as described in the same note,
the recoverability of the amount booked as of December 31, 2001 of 988.2 million depends on
the outcome of the above-mentioned issues.

Investments valued at recoverable value

On the basis of financial information available as of December 31, 2001, Atco presents negative
shareholders’ equity. Also, given that the Company is under no obligation to make capital
contributions to Atco for the purpose of restoring the latter's negative shareholders’ equity, the
Company valued its investment in Atco at nil, to adjust it to its estimated recoverable value as of
December 31, 2001, and did not book any related liability.




d)

e)
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- Additionally, as of December 31, 2001 and 2000, the Company decided to value the investment
in AC at nil, to adjust it to its recoverable value pursuant to information available as of such
dates.

intangible assets and deferred charges
This account principally includes the following items:

- The difference between the acquisition cost and valuation by the equity method as of the
purchase date of the shares concemed, which is being amortized over a period of 240 months.
See Note 2.6.¢) 1.

- The issuance costs of Negotiable obligations, which were amortized over the remaining life of
the related financial payables. See Note 7.

Income tax and tax on minimum presumed income

The Company calculates the Income Tax charge by applying the tax rate to the taxable income for
the year, without considering the effect of temporary differences between book and taxable income.
Additionally, the Company calculates the tax on minimum presumed income by applying the effective
tax rate of 1% on certain production assets as of the end of each year. This tax is supplementary to
Income Tax. The Company’s tax liabilities shall be the higher of these two taxes. However, if the tax
on minimum presumed income exceeds income tax during one fiscal year, such excess may be
computed as prepayment of any income tax excess over the tax on minimum presumed income that
may arise in the next ten fiscal years.

As of December 31, 2001, the Company has estimated that the taxable income assessed for the
fiscal year then ended, will be fully offset by accumulated tax loss carryforwards from prior years. In
relation with the tax on minimum presumed income, the Company has estimated 0.2 million. The
balance of tax on minimum presumed income of 8.1 million as of December 31, 2001, is disclosed
under “Other receivables - Noncurrent tax credits™ since the Company expects to recover such
amount. As of December 31, 2000, and as a consequence of the issuance of Law No. 25,360, which
extended to ten years the year during which the Company may compute the tax on minimum
presumed income as a prepayment of income tax, the Company has included, under “Other
expenses and income, net’, a gain of 2.9 million related to the tax on minimum presumed income for
the years ended December 31, 1999 and 1998, that had been charged as a loss in the year ended
December 31, 1999.

According 1o the tax returns as of December 31, 2000 filed, the Company has an accumulated tax
loss carryforward of approximately 259.1 million, which may be deducted from future taxable income
as follows:

Year through which available Tax loss carryforward
(in million of pesos)
2003 9.1
2004 83.8
2005 166.2
2581 (1)

(1) Includes specific tax loss carryforwards from dispositions of shares and derivative contracts and general tax loss
camyforward.

For each year in which such deduction arises, the tax benefit (effect of the current tax rate on the tax
loss carryforward used) will only be effectively realized if income tax (net of the deduction) is equal to
or exceeds the tax on minimum presumed income. However, it will be reduced by any excess of the
latter over income tax, as the Company will have to pay the tax on minimum presumed income as a
minimum.

The 27 million income tax charge for the year ended December 31, 2000 included under “Income
tax" in the consolidated statement of income comresponds to Shosa and was estimated as of the date
of Shosa’s disposition.
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For the years ended December 31, 2000 and 1999, the tax on minimum presumed income of South
Cable and the Company, Shosa and South Cable, respectively amounted to 1 million and 3 million,
respectively, and was charged to expense and included in "Administrative expenses - Tax on
minimum presumed income" account.

f) Shareholders’ equity accounts

Capital stock: disclosed at nominal value. See Note 6.1.

Additionai paid-in capital: this account discloses the additional contribution made by the
common shareholders, in excess of face value, restated in constant pesos as stated in Note
2.3 :

Non-capitalized contributions: this account includes irrevocable capital contributions for future
share subscriptions and other contributions over which the shareholders are entitled according
to their ownership interests; they are disclosed at nominal value. -

Legal reserve and Unappropriated earnings: they have been restated in constant pesos as
indicated in Note 2.3.

g) Income statement accounts

Accounts accumulating monetary transactions are not restated. See Note 2.3.

Charges for consumption of nonmonetary assets valued at historical cost are computed based
on the restated amounts of such assets, as described in Note 2.3.

“Equity in (loss) earnings of ownership interests in related parties ((loss) income attributable to
controiled companies and joint venture companies)® was calculated according to item c) of this
note.

*Fees for services rendered to related parties, net” are charged to income on an accrual basis.
The Company discloses these fees net of direct taxes thereon.

Under “Other expenses and income, net” the Company discloses the guarantees for sale of
companies and tax on minimum presumed income recovery for the years ended December 31,
1999 and 1998.

Under “Financial (expense) income and holding (losses) gains, net”, the Company discloses
nominal financial results segregated in generated by assets and liabilities.

2.7. Modification of Argentine GAAP

Effective December 8, 2000, the Govemnance Board of the FACPCE approved RT Nos. 16, 17, 18,
and 19 which provide for changes in professional accounting principles relating to valuation and
disclosure. On December 21, 2001, CPCECABA approved, with certain modifications, such
Resolutions and required mandatory application thereof for fiscal years beginning July 1, 2002, and
thereafter. As of the date of issuance of these financial statements, the CNV is analyzing the scope
and timing for adopting such standards.

BREAKDOWN OF THE MAIN BALANCE SHEET AND STATEMENT OF INCOME
ACCOUNTS

3.1. Other receivables

2001 2000
Current Noncurrent Current Noncurrent
Tax credits 752,244 12,080,623 (1) 1,948,336 7,932,523
Other - - 112,343 -
Tota! 752,244 12,080,623 ’ 2,060,679 7,932,523

= e i a— —3 e — o s
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(1) Includes 8.1 million corresponding to the tax on minimum presumed income. See Note 2.6.e).
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3.2. Bank and other financial payables

2001 2000
Current Current
Negotiable obligations 14,627,000 (1) 500,000,000
Interest accrued on negotiable
obligations 512,881 19,075,346
Other financial debt 276,452 4,642,680
Total 15,316,333 523,718,026

o e s s s e e e e e s o s s e e
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(1)  Accrues interest at a weighted average nominal rate of 9.15% per annum. See Note 7.1.

3.3. Other payables

2001 2000
Current Current
Other 1,037,552 3,905,281
Advance for future disposition of '
companies - 80,000,000
Total 1,037,552 83,905,281

e e e e s e o e e e o e
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3.4. Aging of assets and liabilities as of December 31, 2001:

Assets Liabilities
Deposits  Receivables Loans Other payables
1 (2 (3)
Maturing:
Up to three months 1,000,187 10,791,744 7,765,333 494,970,399 (4)
More than nine and up to twelve months - - 7,551,000 1,037,552
More than one and up to two years - 4,600,232 - -
More than two and up to three years - 7,480,391 - » -
Total ' 1,000,187 22,872,367 16,316,333 496,007,951

(1) Includes total receivables.

(2) Includes bank and other financial payables.

(3) Includes total liabilities except bank and other financial payables.

(4) Includes 493 million comesponding to accounts payable to related parties. See Note 11.3.d.

3.5. Equity in (loss) earnings of ownership interests in related parties
{Loss) income

_ 2001 2000 1999
Cointel (12,180,133) (2 66,440,784 (2) 68,810,618 (2)
Atco (11,338,879) (3) (122,695,104)(4)  (10,521,201)
TyC (1) 2,138,121 3,715,503 (2,111,683)
Cablevision (1) - (51,213,414) {21,986,303)
Forestal Nortefia (1) . - 77,440 (283,988)
AC - (3,931,011) (3,752,470)
Zapla Holdings S.A. ("Zapla Holdings") (5) - - (9,590,538)
(21,390,891) (107,605,802) 20,564,435

o e oy s e e e i o e o o e s e - o e e s o
SES=S=2==s SERS=S|==== =S=ERES===s

(1) As of December 31, 2001 and 2000, the Company had sold its ownership interest in these companies. See Notes 5.2.a),
c) and e).

(2) Includes approximately 10.5 miilion (loss), 0.5 millien (loss) and 3.5 million (gain) in 2001, 2000 and 1999, respectively,
corresponding to the Company’s ownership interest in the net (loss) income of Telefénica's spun-off businesses booked
by Cointel. See Notes 2.6.c)1. and §.1.a).

(3) See Note 2.6.c) 2.

(4) Includes certain adjustments recorded by the Company for approximately 85.9 miillion. See Notes 2.6.c)1. and 5.1.b).

(5) As of December 31, 1999 the Company had sold its ownership interest in this company. See Note 5.2.f).
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3.6. Financial (expense) income and holding (losses) gains, net

3.7.

2001 2000 1999
Net gains on assets '
interest income (1) 31,091,651 18,515,797 20,827,704
Loss from transfer or receivables - 463,807 (4,128,501)
Holding (losses) gains, net - - {2,888,144)
Net loss on premiums (3) - - (12,215,582)
Dividends eamed : - - 466,440
Other - (168,962) 1,274,997
31,091,651 18,810,642 3,336,914
Net losses on liabilities
Interest expense (35,677,482) (2) (86,192,833) (78,162,823) (2
Tax on interest paid and on the financial »
cost of corporate indebtedness (785,899) (8,963,792) (10,480,895)
Net loss on premiums (3) - (21,725,219) (1,431,638)
Other (1,280) (623,740) (12,739)
(36,464,661) (117,505,584) (90,098,095)

(5,373,010) (88,694,942)

e s s e e e e o 2 e o e e e s
P SSESSED===s

(86,761,181)

(1) Includes 30.5 million, 17.2 million and 14.0 million as of December 31, 2001, 2000 and 1999, respectively,

comesponding to related parties. See Note 11.2.

(2) Includes 27 million and 0.2 millien as of December 31, 2001 and 1999, respectively, corresponding to related parties.

See Note 11.2.
(3) See Notes 3.7.and 8.

Net income related to the Contract (See Note 4.)
2001 2000 1999
(Loss) Gain from disposition of ownership interest
in related parties and other assets
Shosa (1) - 153,105,518 -
South Cable (2) - (4,157,480) -
Forestal Nortefia and other assets (3) - (12,639,324) -
Subtotal - 136,308,714 -
Special compensation plans for Executive officers (4) - (15,156,827) -
Loss on premiums (5) - (47,169,451) -
Accelerated amortization on the issuance cost of
Negotiable obligations and long-term financing (6) - (11,178,483) -
Other financial expenses (6) - (8,547,958) -
Severance payments and other compensations - (2,712,552) -
Fees for professional setvices related to the Contract - (4,978,415) -
Other - (701,187) -
- 45,863,841 -

(1) See Note 5.2.b).
(2) See Note 5.2.9).
(3) See Note 5.2.e).
(4) See Note 10.

(5) See Note 9.

(6) See Note 7.
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AGREEMENT BETWEEN THE COMPANY’S FORMER PRINCIPAL SHAREHOLDERS AND
TESA

On December 31, 1999, the Participating Shareholders and TESA had entered into a Framework Agreement
relating to the sale of up to all of the Company’s common shares to TESA, which was subject to the
execution of the final documentation. On April 11, 2000, the Participating Shareholders and TESA entered
into the Contract (as defined in Note 1.) whereby, once certain precedent conditions were met, such
shareholders would transfer to TESA a minimum percentage of the capital stock of the Company in exchange
for TESA common shares issued. One of the precedent conditions was the approval of the transfer by the
National Antitrust Commission. Through Resolution N° 245 dated October 27, 2000 (notice thereof served on
the Company on October 31, 2000), the National Antitrust Commission authorized: (i) the transfer to TESA of
the Company shares representing at least 80% of the votes and 75% of the capital stock of the Company as
agreed upon in the Contract, and (ii) the simultaneous transfer to Hicks Muse's group affiliates of Shosa's and
TISA's ownership interest in Cablevision, representing 35.86% of Cablevisién’s capital stock each.
Additionally, before December 15, 2000 (the "Closing Date”), Ami Tesa Holdings Ltd. ("ATH"), an affiliate of
the Participating Shareholders, had to make a tender offer (the "Offer”) for up to all the Company’s Class “B"
commmon shares which were held by third parties, other than the Participating Shareholders, and which
represented approximately 9.3% of the Company's capital stock. On December 7, 2000, ACH informed that
46,416,348 Class "B" common shares of the Company, which represent approximately 9.28% of the
Company's capital stock had accepted the Offer submitted by ACH on September 6, 2000. On December 14,
2000, the shares of the Offer were transferred to ACH. On the Closing Date, the Participating Shareholders
transferred to TESA 80.9% of the Company's capital stock, representing 84.7% of the Company’s total votes
in exchange for TESA common shares issued. On June 29, 2001, TESA informed the Company that on May
8, 2001, it transferred to TISA, TESA’s wholly-owned subsidiary, all of TESA's 80.9% equity interest in the
Company. Additionally, as a result of several transactions described in Note 6.6., TISA’s equity interest in the
Company, increased from 80.9% to 99.96%.

As part of the Contract, and according to the transactions provided therein and in certain related agreements,
* the Company was involved in the following transactions:

(i) On December 15, 2000, Shosa redeemed to the Company imevocable capital contributions, which
included: (a) Shosa's 26.8% ownership interest in Atco, (b) Shosa's 26.8% ownership interest in AC, (c)
Shosa's 20% ownership interest in TyC, including the net book value of the related goodwill as of
September 30, 2000, (d) its 60% ownership interest in South Cable, including irrevocable capital
contributions and (e) 87.4 million in cash. See Note 5.2.b).

(i) On December 15, 2000, the Company transferred to ACH its ownership interest in Shosa, whose main
asset as of that date, was its ownership interest in Cablevisién, representing a 35.86% of the capital
stock of such company. The Shosa selling price amounts to US$395.3 million, and will be paid through a
promissory note issued by ACH, maturing on August 31, 2001, or before, if certain conditions
contemplated in the loan agreement occur. In August and December, 2001 the Company and ACH
amended a section of the promissory note issued by ACH, extending the maturity date until January 31,
2002. See Notes 5.2.b). and 6.6.

(iiiy On December 15, 2000, the Company sold to ACH its 100% ownership interest in South Cable for a cash
amount of US$123.8 million. The main asset of South Cable was the senior and subordinated loans
issued by Cablevisién in December 1998, maturing in January 2003, which had been previously
contributed by the Company and Shosa to South Cable. See Note 5.2.d).

(iv) Additionally, on the same date, the Company subscribed an agreement with AMI Cable Holdings Ltd.
("AMICH"), affiliate of the Participating Shareholders, under which, it transferred to the latter: (a) its
100% ownership interest in Forestal Nortefia, (b) the right to collect from the Clarin Group shareholders
the batance of US$18.6 million plus related interest, derived from the disposition of the Company’s
indirect ownership interests in Compafiia de Inversiones en Cable S.A. ("Coinca”) and Invercab S.A. in
September 1997, (c) the rights and obligations under the agreement subscribed between IATE S.A.
(MATE"), the Company and other parties mentioned in Note 5.2.f), and (d) other minor receivables. The
total transfer price was US$39.1 million in cash. See Note 5.2.e).

(v) in December, 2000, the Company entered into an option contract to sell to ACH the Company's
ownership interest in TyC. The selling price of the Company's ownership interest in TyC amounted to
US$80.0 million, that the Company collected as of such date. Conseguently, in May 2001, the Company
transferred to ACH its ownership interest in TyC and the rights and obligations under the TyC
shareholders’ agreement. The difference between the seliing price of the Company’s ownership interest
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in TyC and its book value as of the disposition date, according to the financial statements of such
company as of March 31, 2001, amounted to 7.7 million and was accounted as a capital transaction.
See Notes 5.2.a) and 6.5.

(vi) The Company paid off its financial liabilities except for the amounts payable under the Negotiable

Obligations for US$500 million issued on February 24, 1997, under the US$500 million Program (the
“Negotiable Obligations™) (see Note 7.1.). The most significant liabilities that have been paid include
among others: (i) the indebtedness under the Company's and Shosa's Syndicated Loan Agreement,
assumed by the Company, and outstanding indebtedness under the Financial Trust Agreement, as
defined in Note 7.2., (i) a loan agreement with Chase for US$40 million, dated November 28, 2000,
which was used to repay the Class C Notes under the US$400 million program (see Note 7.1.) and (jii)
the repayment of certain derivative contracts described in Note 9.

(vii) The Participating Shareholders had requested the Company’s Board of Directors to call a special

shareholders’ meeting to resolve the withdrawal of the Company shares from the public offering regime
and the delisting thereof from the Buenos Aires Stock Exchange. On October 9, 2000, the Company
filed an application with the Buenos Aires Stock Exchange for preliminary authorization of the delisting of
the Company'’s shares. However, after such filing, TESA had requested the Company's Board of
Directors that, for the time being, they refrain from calling a special shareholders’ meeting to decide
whether the Company's shares are to be delisted from the Buenos Aires Stock Exchange. The Buenos
Aires Stock Exchange in tum, required the Company to request more precise information from TESA.
On January 9, 2001, the Company informed the Buenos Aires Stock Exchange that, at the request of
TESA, it had decided to call off the proceedings to have its shares delisted. TESA subsequently notified
the Company that, after completing an exhaustive analysis, it had decided to go ahead with the delisting
of the Company’s shares. In the meeting held on March 28, 2001, the Company’s Board of Directors
decided that taking into account the Company's current shareholding structure and the communication
received from its then majority shareholder, TESA, the delisting of the Company's shares would be in its
best corporate interest. Pursuant to the Board of Directors' decision, on Aprit 5, 2001, the Company filed
an application with the Buenos Aires Stock Exchange for preliminary authorization of the delisting of its
shares. As of the date of issuance of these financial statements, such pronouncement remains pending.

(viii)The Participating Shareholders requested the Company's Board of Directors to call a shareholders’

meeting in order to consider, among other issues, a voluntary reduction of the Company’s capital stock
(see Note 6.6.) and the change of the Company’s name (see Note 12.).

(ix) The Company requested a meeting of noteholders of the Negotiable Obligations to obtain authorization

to perform the capital reduction mentioned in (viii). On August 17, 2000, the noteholders granted such
authorization on condition that the following requirements are previously met: (i) that the three classes of
negotiable obligations give their authorization, (i) that a "“Change of Control” occurs as a result of the
transfer of the Company’s shares to TESA, and (iii) that the Company make an offer due to “Change of
Control”, giving the noteholders the opportunity to exercise their right to have their Negotiable
Obligations repurchased. With the transfer of the shares to TESA, which materialized the Change of
Control under the terms and conditions of the Negotiable Obligations, and according to the latter's terms
and conditions, the Company granted to the noteholders the right to request the Company to repurchase
their Negotiable Obligations at a purchase price in cash equal to. 101% of the principal amount thereof
plus accrued and unpaid interest, up to the repurchase date. Additionally, on October 12, 2001, the
Company’s Board of Directors decided to make a tender offer of the Series A and B Negotiable
obligations. See Notes 6.6. and 7.1. As a consequence of the repurchases, the Company has redeemed
approximately 97% of such negotiable obligations for a face value of 485.5 million. See Note 7.1.

As part of the Contract, the Company incurred expenses, in connection with severance payments and other
compensations, faimess opinions and legal and technical advisory fees for approximately 7.7 million (which

includes 2.7 million in severance payments and other compensation and approximately 5.0 million of fees
and payments for services related with the Contract), which were charged to “Net income related to the
Contract” in the statement of income for the year ended December 31, 2000.

Additionally, the Company: a) made payments under the compensation plans for executive officers
described in Note 10, b) in February 2001, repaid approximately 4.6 million plus related taxes, related to the
1% over the nominal value of the Negotiable Obligations repurchased on February 14, 2001 which were

accrued as of December 31, 2000 (see Note 7.1.) and ¢) in July 2001, paid about 3.4 million, which were

accrued as of December 31, 2000 to the noteholders present at the Noteholders’ Meeting held on August 17,

2000 and referred to above in (ix).
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As of the issuance date of these financial statements, the Company is not aware of any fact that could have
an adverse effect on the Company’s business, financial condition or results of operations, related with the
transactions described previously in this note.

LONG-TERM OWNERSHIP INTERESTS IN RELATED PARTIES
5.1. Long-term ownership interests in related partles as of December 31, 2001
a) Cointel

Cointel is a company organized under Argentine law by a group of investors made up of the
Company, Telefénica Intemational Holding B.V. and TISA, all of them TESA's subsidiaries. As of
December 31, 2001, the Company's interest in Cointel amounts to 50.0%. Cointel controls the
outstanding capital stock of Telefénica, through its ownership interest in 100% of Telefénica's Class
“A” shares (see Note 8.1.3), and 40.2 million Class “B” shares which represents approximately 2% of
Telefénica's outstanding capital stock, being the total shareholding of Cointel in Telefénica’s capital
stock to 64.8%.

Telefénica has entered into a Management Contract with its operator TESA, whereby the latter has
assumed overall responsibility for the management of Telefénica. This contract was extended until
April 30, 2003. In addition, at the expiration of the above term, the operator is entitled, at its sole
discretion, to an additional five-year extension to April 30, 2008.

Telefénica has a license for an uniimited period of time for rendering public telecommunications
services in the southem region of Argentina, which provided for an exclusivity period until November
8, 1997, with the right to an extension for a further three years.

The National Executive Power issued Decree No. 264/98, which extended the exclusivity period with
respect to the supply of basic telephone services until late 1988 and provided for the gradual
opening up to competition of the telecommunication business in Argentina, to conclude with the
liberalization of the local and domestic and international long distance services on November 8,
2000. Decree No. 264/98 established a period of transition to competition in the telecommunications
industry, during which all of Telefénica’s rights and obligations related to the exclusivity of the license
not otherwise modified, were to remain in effect. Additionally, Decree No. 264/98 provided a 4%
reduction (in constant dollar terms) in rates to be applied to basic telephone service rates during
each year of the transition period. Although the effectiveness of Decree No. 264/98 was subject to
the conclusion of certain legal proceedings, Telefénica believes that it is unlikely that the outcome of
those proceedings would slow the trend toward increasing competition. In addition, the Secretary of
Communications (“SC") issued Resolution No. 1,686/99, which provided that the transition period to
competition in telecommunications ended October 10, 1999.

As a conseguence of the implementation provided in Decree No. 264/98, in March 1999, Telefénica
signed a license agreement for an unlimited period of time, to provide focal and domestic and
international long-distance telephone and international telex services in the northern region of
Argentina. Telefénica’s obligations under the license mainly relate to service quality and coverage in
the areas where the service will be rendered.

Additionally, on November 3, 1999, based on the assumption of the nonexistence of effective
competition the SC, provided a 5.5% annual rate reduction for basic telephone services for the
period beginning November 8, 1999 and ending November 8, 2000.

On June 9, 2000, the National Executive Power issued Decree No. 465/00, which provides for the
total deregulation of the telecommunications market beginning November 9, 2000. Additionally, on
September 3, 2000, the National Executive Power issued Decree No. 764/00 which, in the context of
such deregulation, approved the Rules for Licenses for Telecommunication Services, the Rules for
interconnection, the Rules for Universal Service and the Rules for the Management and Control of
the Radioelectric Spectrum. These rules constitute the current regulatory framework applicable to
Telefénica since the deregulation of the telecommunications services. The above-mentioned rules
provide, among other issues, the requirements to obtain the licenses to render telecommunications
services, the conditions to establish rates and the providers’ obligations, the technical and economic
aspects for interconnection to the networks of different providers, the programs, administration and
economic issues of Universal Service, as well as the principles that will govern the management and
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control of th_e radioelectric spectrum. On September 18, 2000, Telefénica filed a reconsideration
petition against certain issues of Decree No. 764/00. The Court has not as yet ruled on these issues.

Decree N° 764/00 on telecommunications deregulation establishes that providers may freely set
rates and/or prices for the services rendered and for customer categories, which shall be applied on
a nondiscriminatory basis. However, if there were no “effective competition®, the historical providers
of such areas shall respect the maximum rates established in the General Rate Structure. Below the
values established in such rate structure, such providers may freely set their rates by areas, routes,
long-distance legs and/or customer groups. To determine the existence of effective competition, the
historical providers shall demonstrate that another or other providers of the same service obtained
20% of the total revenues for such service in the local area of the Basic Telephony Service invoived.
Effective competition shall be considered to exist in the provision of national or intemational long-
distance services for the calls originated in a local area of the Basic Telephony Service, when the
customers in such area are able to choose, through the dialing selection method, among more than
two service providers, if each of them, offers more than one long-distance destination. Except for
areas and services where effective competition is demonstrated to exist, the rate agreements
established a maximum rate per pulse denominated in U.S. dollars. These agreements aiso provided
for the right of Telefénica to adjust this rate for changes in the Consumer Price Index of the United
States of America on April 1 and October 1 of each year. However, Law of Public Emergency and
Currency Exchange System Reform No. 25,561, dated January 6, 2002, provides that, in the
agreements executed by the Federal Administration under public law regulations, including public
works and services, indexation clauses based on foreign countries price indexes or any other
indexation mechanism are annulled. In this regard, it sets forth that the prices and rates resulting
from such provisions shall be established in pesos at a one peso ($1) = one U.S. dollar (US$ 1)
exchange rate. Furthermore, Section No. 9 of the abovementioned Law authorizes the National
Executive Power to renegotiate the abovementioned contracts taking into account the following
criteria in relation to public utility services: (a) the impact of the rates on the competitiveness of the
economy and on distribution of income; (b) service quality and investment plans, when such aspects
are contemplated in the contracts; (c) the interest of users and access to the services; (d) the
security of the comprised systems; (e) the profitability of the companies.

in addition, Decree No. 764/00 has reduced the interconnection price for the origin and destination of
the calls in the local area to 1.1 cents/minute for districts with more than 5,000 inhabitants or a
telephone-set density above 15 telephones every 100 inhabitants and to 1.3 cents/minutes for the
rest of the districts and in the areas included in the original license of independent operators and to
0.30 cents/minutes for the traffic within the local area. A six-monthly 3% price cap will be applied to
the values indicated above during the first two years after these rules and reguiations become
effective. :

In April 2000 and March 2001, Telefénica, Telecom Argentina Stet-France Telecom S.A. (“Telecom”),
and the SC executed rate agreements which, subject to the approval by the Ministry of Economy and
of infrastructure and Housing, provided the terms under which the price caps would be applied:

i} price cap for the period beginning November 8, 2000 and ending November 7, 2001: the SC
established that the rate reduction for the period beginning November 8, 2000 and ending
November 7, 2001 would amount to 6.75%. The reduction would be applied through: a) discount
plans that were effective as from March 2000 (commercial and government basic rates, local
measured service, and the application of certain preferential rates of intemet access), the non-
application of charges set forth in Resolution N° 2,926/99 until November 8, 2001 and the non-
application over the year of the two semiannual adjustments to the pulse value for the US
Consumer Price Index; b) given that such plans were brought into effect before schedule, the
accumulated effects of the above-mentioned rate reductions would be applied to the computation of
price caps for the periods beginning November 8, 2000 and ending November 7, 2002 adjusted at
an interest rate of 12% per vear; and c) furthermore, it was established that the difference between
the effect of the discounts aiready granted and that of a 6% reduction would be applied on
November 8, 2000 across different items of the tariff structure, and the additionat 0.75% reduction
would be applied as defined by the Licensees. )

ii) price cap for the period beginning November 8, 2001 and ending November 7, 2002: the SC
established that the efficiency factor for the price cap applicable for the period beginning November
8, 2001 and ending November 7, 2002 would amount to 5.6%. This rate reduction is to be
implemented through to: a) the non-application of the two adjustments to the pulse value for the US
Consumer Price Index for the year, adjusting the effect at the 12% annual rate in order to measure
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it against the total expected 5.6% reduction, b) any balance resulting from the non-application of
the adjustment to the value of the telephone pulse in the period beginning November 8, 2000 and
ending November 7, 2001, as well as any balance remaining in respect of a variety of items
included in the 2000 price cap; ¢) any unapplied price cap portion remaining after the rate
reductions mentioned in a) and b) above; with respect to the 5.6% rate reduction, it should be
applied in the following manner: 70% as provided by Telefénica, 15% to the local service, and 15%
to other services as required by the SC, other than monthly basic charges and the local measured
service,

ii) price cap for the period beginning November 8, 2002 and ending November 7, 2003: The SC
established that the efficiency factor could not exceed 5%, but it did not set its value.

Aithough the reductions mentioned in point i), and the early reductions referred to in point ii), are
being applied by Telefénica, the related agreements have not been yet approved by the Ministry of
Economy and of Infrastructure and Housing. As of the issuance date of these financial statements,
the effect of the discount plans impiemented has not been established as compared to rate reduction
percentages provided by such agreements, and the regulatory agency has not approved how to
apply the rate reduction mentioned in point i).

On the other hand, in relation to the complaint filed by Consumidores Libres Cooperativa Limitada de
Provisién de Servicios Comunitarios ("“Consumidores Libres”) on October 4, 2001, a precautionary
measure requested by the plaintiff was awarded ordering the Federal Government, Telefénica and
Telecom that they do not apply the adjustment to the pulse for the US Consumer Price Index until
final judgment is rendered in the case. Against the above-mentioned legal proceedings, Telefénica
filed an appeal to the Supreme Court of Justice rejecting the arguments contained in such judgment
and a decision regarding such matter is pending.

In the opinion of Telefénica’s Management and its legal counsel, the outcome of these issues could
exclusively affect the maximum rates for future services that Telefénica is authorized to charge its
customers regarding services, areas, or customers in which the government did not declare the
existence of effective competition. As of December 31, 2001, these maximum rates are determined
by applying to rates effective as of November 7, 2000, the discounts applied in order to implement
the price caps related to November 8, 2000 and 2001, under the above-mentioned agreements.

The rate reduction percentage and the services to which such reductions will eventuaily apply
depend on the final approval of the above-mentioned rate agreements, and on the outcome of the
legal proceedings commenced by Consumidores Libres regarding the effective rate system
described above.

Based on current rate regulation mechanisms, and considering Telefénica’s defense against the
above iegal proceedings, in the opinion of Telefonica’s Management and its legal counsel, the
outcome of these issues will not have a negative impact upon Telefénica’s financial position or a
significant adverse effect on its results of operations.

In this context, in connection with the agreements executed by the Federal Administration under
public law reguiations, including public works and services, Law No. 25,561 provided for: i) the
annulment of dollar or other foreign currency adjustments and indexing provisions; ii) the
establishment of an exchange rate for dollar-denominated prices and rates ($1= US$1) and iii) the
authorization for the National Executive Power to renegotiate the conditions of the abovementioned
contracts taking into account the following criteria: (a) the impact of the rates on the competitiveness
of the economy and on distribution of income; (b) service quality and investment plans, when such
aspects are contemplated in the contracts; (c) the interest of users and access to the services; (d)
the security of the comprised systems; (e) the profitability of the companies.

Through Decree N° 283/02, dated February 12, 2002, the National Executive Power entrusted the
Economy Ministry the renegotiation of such agreements, including agreements that govern the
provision of basic telephony services. The contractual renegotiation proposals must be submitted
to the National Executive Power within 120 days after the effective date of this Decree.

As of the date of issuance of these financial statements, Telefénica’s Management is unable to
foresee the final result of the negotiation under Law No. 25,561 or the rate scheme to be effective
in the future; it is possible that such rate scheme will not maintain its value in U.S. dollars or
constant pesos over time in accordance with any potential future increase in general price levels
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(“G.P.L."). Although, according to Telefonica’s legal counsel opinion, under general administrative
law principles applicable to the Transfer contract and List of conditions, future rates should be fixed
at a level which is sufficiently fair to cover service costs, if future rates evolve at a pace well below
GPL, it would have a material adverse effect on Telefénica's future financial position and results of
operations.

As described above, Telefénica will have to renegotiate future rates with the Argentine Government,
as a result of the passing of Law N° 25,561. In consequence, although Telefonica has maintained the
booked value of its fixed assets relating to the telecommunications business on the basis of
estimates according to information currently available, the future telephone service rates and, as a
result, the amount of future telecommunications service revenues and net cash flow can not be
predicted. Consequently, the recoverability of booked fixed assets of Telefénica as of September 30,
2001 in the amount of 4,490 million depends on the outcome of such negotiation on Telefnica’s
operations. v

The principal strategic objective of Telef6nica is to compete successfully and to maintain a
leadership position in the Argentine telecommunications industry. Telefénica has been preparing to
do so; however, there can be no assurance that the consequences of the introduction of competition,
would not materially and adversely affect the business, the financial position or the results of
operations of Telefénica. While there can be no such assurance, in the opinion of Telefénica’s
management, the implementation of Telefonica’s business strategies will continue having a
beneficial effect on the future competitiveness of its telecommunications business, mitigating the
negative effects of the increasing competition in the Argentine market.

As of December 31, 2001, Telefénica does not have other balances or operations that represents
significant concentration of credit and operations, except for the balances and operations with the
Argentine Government (Federal, Provincial and Municipal Government and Governmental agencies).
Trade receivables from the Argentine Government as of December 31, 2001 and 2000 amounted to
95 million and 113 million, respectively. The percentages of net revenues derived from services
rendered to the Argentine Govemnment for the three-month fiscal year ended December 31, 2001 and
for the three-month period ended December 31, 2000, were approximately 3.3% and 4.2%. Out of
the above-mentioned balances as of December 31, 2001 not yet collected as of the issuance date of
these financial statements, 84 million were past due as of December 31, 2001. On the basis of
Telefénica’s current collection efforts and the information available as of the date of issuance of
these financial statements about Argentina's future economic perspectives (see Note 17.1.),
Telefénica’s Management has reestimated the possible coilection terms and conditions: of the
receivables from govemment entities mentioned above. The estimated financial effects of the
possible deferral of collections from such government agencies has been considered to determine
Telefénica’s allowance for doubtful accounts as of December 31, 2001. The portion of net value
booked related to these receivables that Telefnica estimates will be collected over 12 months,
which amounts to 53 million, has been classified as noncurrent as of December 31, 2001.

Cointel and Telefénica have followed a financing policy that has combined the use of internally
generated funds with the use of third-parties and majority shareholder financing. As of December 31,
2001, Cointel’s consolidated current assets in foreign cumrency are lower than current liabilities in
foreign currency in the amount of US$ 1,206 million ($1,206 million as of December 31, 2001),
amount that, because of the devaluation mentioned in Note 17.1., increases subsequently in $1,358
million, considering the last exchange market closing prior to the issuance date of these financial
statements.

Cointel and Telefonica have prepared their financing projections and plans expecting to cover future
fund needs to continue their investment plan and face short and iong-term debt mainly with funds
generated by Telefénica’s operations plus, as it is possible, by the evolution of current economic
measures, bank loans and access to capital markets; or otherwise, requesting for long-term
refinancing of their payables.

However, owing to the macroeconomic situation described in Note 17.1., as of the date of issuance
of these financial statements, third parties’ credit lines are not available in amounts sufficient to
enable Cointel and Telefénica to, together with internally generated funds, meet Cointel and
Telefénica’s current debt obligations. Furthermore, it is not possible to determine whether this
situation will evolve favorably in the short term.
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Since early December 2001, Argentine authorities implemented a number of monetary and currency
exchange control measures that mainly included restrictions on the withdrawal of funds deposited
with banks and tight restrictions for making transfers abroad, with the exception of those related to
foreign trade and other authorized transactions.

Subsequently, the Central Bank of Argentina (“BCRA”) provided that funds transferred abroad,
among other transfers, by the non-financial private sector on account of financial loans principal
service, profits and distributions of dividends, carried out within 90 days as from February 11, 2002,
shall require BCRA previous consent. This shall not be necessary when the obligation arises from
payables to multilateral organizations, banks that financed investment projects jointly with such
organizations, and govemmental credit agencies or those guaranteed by such entities.

While the above restriction is in force, or should it be extended for 90 days, Cointel and Telefénica
are unable to ensure that the BCRA will authorize principal payments to foreign creditors over the
repayment term and under conditions established originally. Current debt maturities affected by this
situation amount to the equivalent of US$1,090 million. in addition, the equivalent of US$1,059
million and 175 million classified as noncurrent in the balance sheet of such companies, resuit from
agreements providing that the amounts owed would become immediately due and payable (after
certain steps have been followed) if other obligations are not met as could be the case of the current
payables above.

On the other hand, TESA has advised Cointel and Telefénica that, as of the date of issuance of
these financial statements, it is still evaluating the Argentine macroeconomic context and analyzing
financing alternatives for these companies, including the possibility of refinancing or not over long-
term its current loans to Cointel and Telefénica and, if necessary, providing additional financing.

Consequently, Cointel and Telef6nica’s ability to seftle their payables to local and foreign creditors
depends upon the possibility of obtaining financing or, if not possible, of refinancing financial
payables, as well as, if necessary, the granting of additional financing by their direct or indirect
controlling companies.

Should no financing altematives be available for Cointel and Telefénica or should Cointel and
Telefénica not succeed in obtaining refinancing, such companies would not have sufficient funds
available to meet their current liabilities (including those disclosed as curmrent on the balance sheets
as of December 31, 2001 of such companies and such liabilities that would tum into current payables
if creditors claimed a default) payable to local and foreign creditors.

Although Cointel and Telefénica will make their best effort to obtain such financing, as of the date of
issuance of these financial statements, it is impossible to ensure what the resuit of such negotiations
will be or if the restrictions for making transfers abroad will enable Cointel and Telefénica to settle
their current liabilities in the normal course of business and maintain their normal operations.

As of December 31, 2001, Cointel and Telefénica owed a total amount.of approximately US$942
million to related parties, which matures until August 2002. These agreements establish the usual
commitments for these kind of transactions, as well as clauses that establish that the creditor may
accelerate the terms of payables (“events of anticipated maturity”) if there are changes in the
companies’s equity, economic and financial situation that due to their adverse nature may affect the
ability to comply with the obligations assumed in such agreements or if there are restrictions that
may limit the ability of such companies to repay their debts.

The creditor has advised Cointel and Telef6nica that for the twelve-month period as from February
25, 2002, (beyond the due date of such debts): (i) the effects of the Public Emergency and Currency
Exchange System implemented in Argentina by Decree No. 1,670/01, Law No. 25,561, as
supplemented and amended, effective in Argentina shall not be considered by the creditor as an
event of default; (i) the creditor shall not consider that, as of such date, loans have become
immediately due and payable in accordance with the agreements and (iii) the creditor shali not
declare that debts have become due and payable for Cointel's failure to. meet certain financial ratios.
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In addition, on January 12, 2000, TESA announced its plan for the global reorganization of its group
operations by line of business. As a consequence of such plan, on January 30, 2001 and March 30,
2001, Cointel's and Telefonica’s Board of Directors and Telefénica’s Special Sharehoiders’ Meeting,
respectively, resolved to reorganize some of their businesses, mainly including the business of their
subsidiaries Telefénica Comunicaciones Personales S.A. ("TCP"), Advance Telecomunicaciones
S.A. (*Advance’), Telinver S.A. and TYSSA Telecomunicaciones y Sistemas S.A. ("TYSSA").

As a consequence of the above-mentioned reorganization, Telefénica, and consequently Cointel, no
tonger holds any interest in TCP, Advance and TYSSA, since February 1, 2001 (effective date of the
Telefénica Reorganization transactions) whose businesses were previously reorganized. According
to Telefénica’s Board of Directors’ and Special Shareholders’ Meeting resolution, the above-
mentioned Telefénica’s equity interests were spun-off (and therefore Telefonica’s capital stock was
reduced) and those equity interests were merged into certain companies indirectly controlied by
TESA that operate the related specific business lines (Mobile and Data).

Furthermore, as approved by Telefénica’s Board of Directors and Special Shareholders’ Meeting, the
minority shareholders not related to TESA exchanged their Telefénica’s shares for shares of the
companies into which the spun-off businesses were merged, in proportion to their interest in
Telefénica. The shares exchanged by the minority shareholders were cancelled, thus reducing
Telefénica's capital stock, and the minority shareholders hold an approximately equal equity interest
percentage in Telefonica and in the companies into which the spun-off businesses were merged. As
a consequence of the above-mentioned transactions, Cointel did not receive shares of the
companies into which the spun-off businesses were merged. Consequently, as from February 1,
2001 (effective date of the reorganization), Cointel's equity interest for the Class Aand B
shareholding in Telefénica increased from 51.0% to 62.5% and from 1.9% to 2.3%, respectively.

The companies agreed to use spin-off-merger-purpose balance sheets as of October 31, 2000 for
the purpose of obtaining the reorganization approvals by the Board of Directors and Shareholders'
Meetings of the companies. Considering the effective date of the reorganization (February 1, 2001),
the shareholders’ equity computed for purposes of these reorganizations includes the changes
arising out of the operations of the spun-off businesses from November 1, 2000 to such date.

As of October 31, 2000, Telefénica reorganization transactions did not affect Cointef's (and
consequently the Company's) financiat position, as the shareholding interest increase in Telefénica
described above was compensated by Telefénica’s shareholders’ equity reduction resulting from the
reorganization transactions. The effect of the above-described reorganization, in proportion to the
Company’s ownership interest in Cointel, amounted approximately to 1 million, due to: a) the
increase of Cointel's ownership interest in Telefénica as from the effective reorganization date, b) the
effect of the spun-off assets and liabilities resuiting from the operations of these businesses from
November 1, 2000 to the effective reorganization date and c) the differential of Cointel's ownership
interest in Telefénica (from 51.0% to 62.5%) on the dividends approved by Telefénica on March 12,
2001; and has been allocated to the Company’s balance of “unappropriated eamings” in the
Company’s statement of changes in sharehoiders’ equity for the year ended December 31, 2001.

Net (loss) income of Telefénica's spun-off businesses for the four-month period ended January 31,
2001 and for the years ended September 30, 2000 and 1999, respectively, calculated in proportion
to the Company's indirect ownership interest, through Cointel, in such companies (25.5%), amount to
approximately 10.5 million (loss), 0.5 million (loss) and 3.5 million (gain), respectively, and have
been disciosed under “Equity in (loss) eamings of ownership interest in related parties ((loss),
income attributable to contralled companies and joint venture companies) — Cointel” in the
statements of income for the years ended December 31, 2001, 2000 and 1999, respectively.

Telefénica's spun-off businesses did not have a material effect on the statements of cash flows of
Cointel, or the Company’s, for the years ended December 31, 2001, 2000 and 1999.

On July 26, 2001, the CNV approved the above-described reorganization through certain resolutions.
Registration with the Public Registry of Commerce of the above-mentioned reorganization, became
effective November 16, 2001 and the share exchange mentioned above was completed on
December 12, 2001.
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b) Atco

c)

In March 1998, the Company acquired (through Southtel Equity Corporation (“Southte!”)) 30.0% of
Atco's capital stock. This company's corporate objective is to invest in the media business. The
total price of the acquisition amounted to 97.5 million. As a consequence of certain transactions,
such ownership interest decreased from 30% to 26.8%. On December 15, 2000, Shosa reimbursed
irevocable capital contributions to the Company, through the delivery of its ownership interest in
Atco, which was valued at 116 million, related to the book value of such ownership interest as of
September 30, 2000. As of December 31, 2001, the Company’s ownership interest in Atco
amounted to 26.8% and other TESA's subsidiaries control the remaining 73.2%.

As of the issuance date of these financial statements, Atco owns, directly and indirectly,
approximately 100% of the capital stock of: a) Television Federal S.A. - TELEFE (*Telefé"), owner
and operator of Channel 11 of Buenos Aires, a broadcast television station, b) Compafiia de
Television del Noroeste S.A., a licensed broadcast television company of the city of Salta, ¢)
Compafifa Surera de Inversiones S.A., a licensed broadcast television company of the city of
Cdérdoba and Neuguén, d) Televisora Tucumana Color S.A., a licensed broadcast television
company in the city of Tucuman and e) Compafiia de Televisién del Atléntico S.A., a licensed
broadcast teievision company of the cities of Rosario, Santa Fe, Bahia Blanca and Mar del Plata.

The installation and operation of broadcast TV stations in Argentina is governed by the Broadcasting
Law No. 22,285 and other regulations. Broadcast TV companies in Argentina have to obtain a
ticense from the Comfer to be able to broadcast the programming signal. Telefé holds a license to
operate Channel 11 of Buenos Aires which will expire in January 2005. In addition, the broadcast
television companies in the interior of Argentina hold licenses, most of which were renewed in 1998
or formalities to extend such 10-year term are underway.

As a consequence of the change in the Company's shareholders, described in Note 4., and the
change in Atco’s indirect shareholders, an operating and administrative reorganization of the
companies forming the Atco group (*Atco Companies”) was effected as of December 31, 2000.

Taking into account the shareholders strategic plans, the new management of Atco Companies
reestimated the amortization periods and analyzed the recoverable value of intangible assets
(goodwill) and the value of inventories, mainly of Telefé, as described below and, additionally,
aligned certain accounting methods with those established by TESA, accordingly, the Company has
recognized, in proportion to its shareholding interest in such companies, a loss of approximately 86.9
million as of December 31, 2000.

Out of the goodwill recoverability analysis that was based on the present estimated net cash flows
that will be generated by Atco Companies operations (according to the business plans), Atco
Companies recognized an impairment in value of such assets in the amount of about 214 million.

Furthermore, based on the same above-described reasons, Telefé’s Management analyzed the
recoverability of the film inventory and exhibition rights of its own programming on the basis of the
projections of programming and commercialization of exhibition rights. Such analysis resuited in an
allowance for inventory impairment in value, which represents a loss of approximately 65 million in
Telefé.

AC

In December 1998, Shosa acquired its ownership interest in AC. On December 15, 2000, Shosa
reimbursed irrevocable capital contributions to the Company, through the delivery of its ownership
interest in AC, which was vaiued at 3,600 related to the book value of such ownership interest as of
September 30, 2000. As of December 31, 2001, the Company's ownership interest in AC amounted
to 26.8% and other TESA's subsidiaries control the remaining 73.2%. AC holds indirect equity
interest in licensed broadcast television companies in Buenos Aires and other cities of the interior of
Argentina.
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5.2. Long-term ownership interests in related parties sold during the present and previous fiscal years

a)

b)

TyC

In October and December 1997, the Company acquired (through Southtel) 20.0% of TyC's capital
stock and votes. The total acquisition price was US$71.5 million. Additionally, in December 1997,
TyC’s shareholders made a capital contribution of 49.0 million, proportionally to their ownership
interests, to which Southtel contributed 8.2 million, which was capitalized in September 1989. On
December 15, 2000, Shosa (successor company of Southtel) reimbursed irrevocable capital
contributions to the Company, through the delivery of its ownership interest in TyC, which consist of
10,032,000 ordinary shares of $1 of nominal value and one vote per share and represent 20% of the
capital stock and votes of TyC, valued at 68.4 million related to the book value of such ownership
interest as of September 30, 2000, including the net book value of the related goodwill as of
September 30, 2000.

in December 2000, the Company entered into a purchase option agreement with ACH related to the
Company's ownership interest in TyC (the “TyC Option®). The selling price of the Company's
ownership interest in TyC amounted to US$80.0 million that the Company collected as of such date.
Consequently, in May 2001, the Company transferred to ACH its ownership interest in TyC and the
rights and obligations under the TyC sharehoiders’ agreement. The difference between the selling
price of the Company’s ownership interest in TyC and its book value as of the disposition date,
according to the financial statements of such company as of March 31, 2001, was accounted as a
capital transaction. See Note 6.5.

TyC's shareholders agreement provided certain restrictions on the transfer of TyC shares by its
shareholders. For this reason, the Company served notice to the other parties of the above-
mentioned agreement to communicate the tender offer it had received from ACH, so that the other
parties were able to exercise, at their discretion, the right of first refusal established in TyC
shareholders’ agreement. In addition, in May 2001, the Company executed a release agreement
with the rest of the shareholders of TyC, ACH and other related entities in order to enable and
facilitate the transfer to ACH of the Company’s ownership interest in TyC, as well as other stock
transfers and the assignment of rights and obligations under the TyC shareholders' agreement.

Shosa

Shosa (successor company of Southtel) was organized in December 1998, being a company
engaged mainly in investing in other companies. in December 1998, the Company paid into Shosa
18.0 million in cash and contributed its ownership interest in Cablevision amounting to 53,797,120
shares, the rights and obligations under the purchase agreement and the trust agreement executed .
by the Company and one of Cablevision's shareholders on December 22, 1998 (see Note 5.2.c), and
its entire ownership interest in Southtel.

During the year ended December 31, 2000, the Company made irrevocable capital contributions to
Shosa amounting to 28.3 million. Likewise, on December 15, 2000, Shosa reimbursed irrevocable
capital contributions for future share subscriptions to the Company which included: (i) Shosa's
ownership interests in TyC, Atco, AC and South Cable which were valued at 214.0 million related to
the book value of such ownership interests as of September 30, 2000, including, if any, the net book
value of the goodwill as of such date and (ii) 97.4 million in cash. See Notes 5.1.b) and c¢) and
5.2.a).

On December 15, 2000, the Company transferred to ACH its ownership interest in Shosa. As of the
transfer date, Shosa’s main asset was its ownership interest in Cablevisién and its main liabilities
were a loan of US$135.9 million made to Shosa by ACH, and other liabilities of approximately US$27
miliion. During the years ended December 31, 2000 and 1999, the Company booked, through its
ownership interest in Shosa, losses of 64.4 million and 35.9 million, respectively, related to the
indirect ownership interest in Cablevision and the amortization of the related goodwill originated at
the acquisition date of such company. The Shosa selling price was US$395.3 miilion, and was paid
through a promissory note issued by ACH, maturing on August 31, 2001, or before, if certain
conditions contemplated in the loan agreement occur (the "Promissory Note®). In August and
December, 2001, the Company and ACH amended a section of the Promissory Note, extending the
maturity date until January 31, 2002 (see Note 6.6.). The income from the aforementioned
,disposition was 153.1 million (see Note 3.7.).
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Cablevisién

In October 1997, the Company acquired a 33.3% ownership interest in Cablevisién (19.3% directly
and 14.0% through Southtel) as well as 33.3% in other Cablevisi6n affiliates (Univent's S.A. and
Construred S.A.). The total acquisition price was US$380.7 million of which US$220.6 million (net of
expenses related to the acquisition) was paid by the Company to the sellers and US$160.0 million
was contributed to Cablevisién through Southtel. On July 24, 1998, the Company transferred to
Southtel its ownership interests in Cablevisién, Univent's S.A. and Construred S.A. The acquisition
and transfer price of the ownership interests in Univent’s S.A. and Construred S.A. was fixed at nil.
Additionally, on December 22, 1998, the Company signed certain contracts related to the acquisition
of 326,908 shares of Cablevisién, 568 shares of Univent’s S.A. and 310 shares of Construred S.A.
for a total price of US$31.5 million. The acquisition price of the ownership interests in Univent's S.A.
and Construred S.A. was fixed at nil. On December 29, 1998, the Company had transferred to
Shosa the rights and obligations derived from the acquisition contracts and the above-mentioned
trust agreement and the shares obtained from Cablevision’s capital stock increase in December

1998. As of December 31, 1999, Shosa contributed part of its Construred S.A.’s shares to

Cablevisién.

In October 1897, Cablevisién subscribed a Credit Agreement for an amount up to US$1.1 billion
principally to finance its acquisition of ownership interests in certain cable television companies. On
December 15, 1998, Cablevision agreed a financial restructuring with a group of banks whereby the
balance of the aforementioned loan amounting to US$950.0 milfion was paid off as follows: a)
shareholders” capital contribution and loans and b) the issuance of 3 series of negotiable obligations.
For the above-mentioned restructuring the Company paid in, proporticnally to its ownership mterest
53.8 million of capital contributions and granted loans of US$103.8 million.

On December 15, 2000, the Company sold its indirect ownership interest in Cablevisién through the
disposition of the ownership interest in Shosa, whose main asset as of that date, was its ownership
interest in Cablevisién. See Note 5.2.b).

South Cable

On August 24, 1999, the Company and Shosa organized South Cable, a company engaged mainly
in investing in other companies. The initial capitai stock amounted to 12,000. Under the credit
facilities obtained by the Company in November 1999 (see Note 7.2.), the Company and Shosa
contributed to South Cable the right to collect US$20.0 million and US$30.0 million, respectively, of
the principal amount (excluding interest) owed by Cablevisién under the senior loan granted by the
Company to Cablevisién in December 1998. Additionally, on December 7, 2000, the Company
contributed to South Cable, the right to collect the interest and other receivables under the senior
loan above-mentioned and the right to collect the principal amount, interest and other receivables
under the subordinated loan granted by the Company to Cablevisién in December 1998. The total
amount of the contribution was 73.6 million, related to the Company's book value of such receivable
as of the contribution date. As mentioned in Note 5.2.b), on December 15, 2000, Shosa reimbursed
irrevocable capital contributions to the Company through the delivery of its 60% ownership interest in
South Cable, including irmevocable capital contributions, which was valued at 29.6 million related to
Shosa's book value as of that date.

On December 15, 2000, the Company sold to ACH its 100% ownership interest in South Cable for a
cash amount of US$123.8 million, booking a loss of 4.2 million (see Note 3.7.).

Forestal Nortefia and other receivables

In August 1999, the Company and Shosa received, through Zapla Holdings shares redemption,
Forestal Nortefia's shares representing 89.9% and 0.01% of the capital stock of such company,
respectively.

On December 15, 2000, the Company subscribed an agreement with AMICH under which it
transferred to the latter: (a) its 100% ownership interest in Forestal Nortefia, (b) the right to collect
from the Clarin Group shareholders the balance of US$18.6 million plus interest accrued as of that
date derived from the disposition of the Company's indirect ownership interests in Coinca and
Invercab S.A., (c) the rights and obligations under the agreement subscribed between IATE, the
Company and other parties mentioned in Note 5.2.f), and (d) other minor receivables. The total
transfer price was US$39.1 million in cash and the loss from disposition was 12.6 million (see Note
3.7).
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The agreement to purchase all Forestal Nortefia capital stock includes representations and
warranties by AMICH to the effect that it conducted an independent evaluation of the legal and
financial condition of Forestal Nortefia and that AMICH is aware (i) of the status of the main asset of
Forestal Nortefia (the forestry center acquired by Forestal Nortefia from Aceros Zapla S.A. (“Aceros
Zapla”), (ii) that Aceros Zapla has filed for bankruptcy reorganization under Law No. 24,522 and (iii)
that the reorganization trustee, in the general report required by Section 39 of Law No. 24,522, made
a recommendation to the effect that, in the event of Aceros Zapla being adjudged bankrupt, the sale
of the forestry center should not be enforceable against the bankruptcy creditors. Furthermore,
AMICH represented that it acquires the shares of Forestal Nortefia “as is” and that AMICH
irrevocably refrains to any action or claim against the Company related to the purchase of the
shares, assets and/or any contingency or obligation of Forestal Nortefia, no matter that they are not
disclosed or not properly disclosed in Forestal Nortefia financial statements.

f} Zapla Holdings and Aceros Zapla

Within the framework of its strategic objective, on September 27, 1999, the Company executed a
sales agreement (the “‘Zapla Sales Agreement”) with IATE, whereby the Company transferred to
IATE all its direct and indirect interest in Zapla Holdings and Aceros Zapla for a price of US$1. The
Zapla Sales Agreement did not include the Forestal Nortefia shares representing 99.99% of the
latter's capital stock, which was previously transferred from Zapla Holdings to the Company. See
Note 5.2.e). The loss on the above-mentioned disposition amounted to 63.1 million, which was
booked in the Company’s statement of income for the year ended December 31, 1999.

As regards such sale, the Company had assumed various commitments, which included the
commitment to make, itself or through Forestal Nortefia, advances to Aceros Zapla, in the amounts
and on the dates as may be required by the latter, which would be used to pay certain net liabilities
of Aceros Zapla, as established in the Zapla Sales Agreement and had assumed the obligation to
compensate to Aceros Zapla in case certain net accounts receivable of Aceros Zapla are not
collected by Aceros Zapla and reimburse to Aceros Zapla for the amount of checks provided as
security for bank liabilities of Aceros Zapla not coliected by Aceros Zapla, upon endorsement of such
checks to the Company and had granted certain indemnification commitments to IATE, Zapla
Holdings and Aceros Zapla.

On December 13, 2000, the Company entered into an agreement with IATE and certain related
parties (from now on "IATE Group"), whereby the Company and IATE Group refrain to any claim
derived from the execution of the Zapla Sales Agreement. In connection with such agreement, the
Company had to pay IATE 2.0 million. On December 15, 2000, the Company and AMICH entered
into an assignment agreement under which the Company assigned to AMICH all the rights and
obligations derived from the Zapla Sales Agreement with the IATE Group. This assignment was
made without recourse by AMICH against the Company as a consequence of IATE Group's default
on any of its obligations under the Zapla Sales Agreement. The Company and AMICH
representatives have advised each and every member of the IATE Group of the assignment through
a Notary Public and in the addresses disclosed in the Zapla Sales Agreement.

The Company has taken due note of the fact that Aceras Zapla filed for insolvency proceedings on
November 8, 1999. In the Company's opinion, according to information available as of the issuance
date of these financial statements, such event will not have a material effect on the Company’s
financial position and results of operations.

6. CAPITAL STOCK

6.1. As of December 31, 2001 the Company's capital stock, after the voluntary capital stock reduction
mentioned in Note 6.6., which has been approved by the CNV’s Resolution N° 14,060 and registration
in the Public Registry of Commerce is pending, was comprised of:

Subscribed and paid in

Common shares, face value 1:
Class “A” shares (five votes per share) 30,427,328
Class “B” shares (one vote per share) - 374,302,032

Total 404,729,360

e
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As a consequence of the transactions described in Notes 4. and 6.6., as of December 31, 2001, the
principal shareholder of the Company is TISA, which owns 99.96% of the Company's capital stock.

On September 28, 2000, AMICH had converted certain liabilities of the Company in an amount of 20.2
million into irevocable capital contributions for future share subscriptions. However, as a consequence
of the Rescission Agreement, the Company and AMICH decided to conclude the agreement executed
on September 29, 2000 described in Note 9. Accordingly, the Company reimbursed to AMICH the
contribution of 18.2 million. Additionally, on December 12, 2000, AMICH notified the assignment of 2.0
million of irrevocable capital contributions for future share subscriptions to ATH.

On December 15, 2000, the Company, AMICH and Mr. Handley entered into an agreement whereby
they agreed the rescission of the Advisory Agreement, as defined in Note 10., except the Option, as
defined in the same note, which had been previously transferred by Mr. Handley to AMICH.
Consequently, AMICH repaid Mr. Handley, as full compensatory payment the amount of US$2.1 million.
Such amount was accrued by the Company as of the date of the above-mentioned agreement.
Additionally, on the same date, the Company and AMICH agreed the rescission of the Option through
an agreement executed between them for which the Company did not make any payment. See Note
10. Pursuant to the above-explained agreements, the payment made by AMICH on account and behalf
of the Company of US$2.1 million was booked as a capital transaction and included in "Shareholders’
equity - Non-capitalized contributions - Other contributions”.

Within the framework of the Contract, and according to the transactions provided therein and in certain
related agreements on December 15, 2000, the Company sold to ACH, a shareholder of the Company,
its 100% ownership interest in South Cable for a cash amount of US$123.8 million. Such amount was
representative of the book value of certain receivables that South Cable maintained with Cablevision as
of the date of its disposition, which exceeded the book value of the investment of the Company in South
Cable in 0.7 million. In view that: a) the disposition of the Company’s ownership interest in South Cable
was part of the Contract, b) the disposition of the Company’s ownership interest in South Cable was
made to one of the Company's shareholders, as of such date, acting in such capacity, and ¢) the
Company’s shareholders as of that date agreed to transfer their equity interest in South Cabie between
two companies of the same group, the Company did not book any gain for the difference of 0.7 million
between the selling price and the book value of South Cable; this transaction was booked as a capital
transaction and included in “Shareholders’ equity — Non-capitalized contributions — Other contributions”.

Additionally, within the framework of the Contract, and according to the transactions provided therein
and in certain related agreements, in December 2000, the Company entered into an option contract to
sell to ACH, one of the Company’s shareholders, as such date, acting in such capacity in this
transaction, the Company's ownership interest in TyC. In May 2001, the Company transferred to ACH
it's ownership interest in TyC. See Note 5.2.a). Provided that this transaction is similar to the one
explained in Note 6.4., the Company did not book any gain for the difference of 7.7 million between the
selling price and the book value of TyC; according to the financial statement of such company as of
March 31, 2001, this transaction was booked as a capital transaction and included in “Shareholders’
equity — Non-capitalized contributions — Other contributions”.

On January 18, 2001, the Company’s General and Special Shareholders’ Meeting approved (subject to
the authorization of the Buenos Aires Stock Exchange) a voluntary capital stock reduction proposed by
the Company's Board of Directors at their meetings held on December 15, 2000, and January 10, 2001,
through the redemption of 85,270,640 Class “B" shares of the Company of 1 nominal value each. In
consideration for the number of shares delivered, the shareholders, present in the redemption, would
receive a proportional interest in the Promissory Note mentioned in Note 5.2.b). The redemption
technical accounting value would amount to about US$4.15 per share plus interest accrued on the face
value of the Promissory Note calculated from December 15, 2000, through the day immediately
preceding the beginning date of the exercise share redemption period, December 11, 2001 (the “Cutoff
Date”) divided by the maximum number of shares to be repurchased, in this case, 95,270,640 shares.
Additionally the General and Special Shareholders’ Meeting of the Company delegated in the Company’s
Board of Directors the calculation of the final technical accounting value per share as of the Cutoff Date
under a formula approved by such Shareholders’ Meeting. The Company's voluntary capital stock
reduction was subject to the approval by the Buenos Aires Stock Exchange, as a precedent condition,
and therefore, would not be effective until such approval was obtained. On July 20, 2001, the CNV
advised to the Company that, in order to continue the process of the voluntary capital stock reduction,
the Company would have to obtain a new consent from the noteholders in view that the structure
approved by the Regular and Special Shareholders’ Meeting held on January 18, 2001 differed from the




-29.-

one approved by the noteholiders in their respective meetings of noteholders mentioned in Note 4.(ix).
On October 9 and 26, 2001, the Company's Board of Directors resolved to call a special Series A and B
Noteholders’ Meeting held on November 12, 2001, in second call. At such meeting, the bondholders of
each Negotiable Obligation series decided to authorize the elimination and/or modification of certain
obligations assumed by the Company under the original terms of such Negotiable Obligations. See Note
7.1. Consequently, after the execution of the related contracts, the Company was authorized to perform
the voluntary capital stock reduction.

On the other hand, the Regular and Special Shareholders' Meeting of November 2, 2001, at the
adjournment of November 15, 2001, ratified the terms of the capital stock reduction approved on
January 18, 2001, with certain amendments.

On December 6, 2001, the Company's Board of Directors decided that the date for establishing the
redemption technical accounting value for the Company’s shares would be December 11, 2001, and
determined the redemption technical accounting value at US$4.486 per share. Furthermore, the
Company’s Board of Directors determined that on December 21, 2001, the period for participating in the
Company’s voluntary capital reduction would end. The only shareholder taking part in such reduction
was ACH, who participated with all its shares, 95,270,640 Class B common shares (‘the Shares”).

The final amount of the reduction was allocated to proportionatelly reduce the capital stock and each
shareholders’ equity account by 19.05% and the difference between the book value of 19.05% of the
Company’s capital stock {calculated on the basis of the Company's shareholders’ equity as of
September 30, 2001, after deducting irrevocable capital contributions of 2,000,000) and the redemption
value of such shares (calculated on the basis of a value of approximately US$4.486 per share) was
allocated to reduce the balance of the reserve for future dividends account until the balance was
exhausted and the remaining amount to unappropriated.eamings.

On December 7, 2001, the CNV informed the Company its decision to cancel partially the public bidding
authorization granted to the Company for an amount of 95,270,640, being 404,729,360 the outstanding
capital stock authorized for such bidding. Furthermore, as of such date, the Buenos Aires Stock
Exchange granted its final approval to the voluntary capital stock reduction. To facilitate the transfer of
the Shares to the Company and the Promissory Note to ACH; the Company, BBVA Banco Francés S.A.
(aching as withholding and reporting agent) and ACH entered on December 27, 2001, an agreement
whereby (i) the Company delivered the Promissory Note and amendments to BBVA Banco Francés
S.A., (i) BBVA Banco Francés S.A. had to deliver the Shares to the Company the following business
exchange day; and (iii) BBVA Banco Francés S.A. had to transfer to ACH the Promissory Note once the
transfer of the Shares to the Company has been recorded on the book entry system of Caja de Valores
S.A. On December 31, 2001, the Shares were effectively registered under the Company’s name and,
consequently, BBVA Banco Francés S.A. delivered the Promissory Note and amendments to ACH.

On January 11, 2002, the Company’s Board of Directors decided to make available all necessary
mechanisms for the effective cancellation of the shares received from ACH. As of the date of issuance
of these financial statements the registration of the voluntary capital stock reduction with the Public
Registry of Commerce is pending.

7. LONG-TERM OBLIGATIONS
7.1. Issuance of Negotiable obligations not convertible into shares

The General and Special Shareholders’ Meetings held on April 28, 1995 and December 27, 1996,
respectively, and the General and Special Shareholders’ Meetings held on June 30, 1998, December 4,
1998, and April 29, 1999 approved the issuance of Negotiable obligations, for a total amount of up to
US$500 million and US$400 miliion, respectively, not convertible into shares, and empowered the Board
of Directors to determine the terms and conditions, including the issuance date, price, interest rate and
place and terms of payment. On November 2, 2001, the General and Special Shareholders’ Meeting
approved the cancellation of up to US$400 million program of Negotiable obligations. Additionally, such
meeting, during its adjournment of November 15, 2001, approved the partial cancellation in the amount
of US$482.9 million of the US$500 million Negotiable obligations program.
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Under the US$400 million program, the Company issued, in July 1998 and in January and July 2000,
three series of Negotiable obligations which have been totally repaid or redeemed. Additionally, on
February 24, 1997, the Company issued three series of Negotiable obligations for a total of US$325
million and 175 million, which have been partially and totally repurchased, respectively, during the year
2001, as described in this note, under the US$500 million program, on the following terms:

US$500 million program (1)

Series A

Principal amount: US$100,000,000 (2)

Interest rate: 8.50%

Payment of interest: February and August of each year
Principal amount repayment: February 2002

Series B

Principal amount: US$225,000,000 (2)

Interest rate: 9.75%

Payment of interest: February and August of each year
Principal amount repayment. February 2007

Series C

Principal amount: $175,000,000 (2)

interest rate: 11.25%

Payment of interest: February and August of each year
Principal amount repayment: February 2007

(1) It was partially canceiled for the amount of US$ 17,148,000, as approved by the General and Special
Shareholders’ Meeting held on November 2, 2001, at its adjournment of November 15, 2001.

(2) As a consequence of the repurchases of Negotiabie obligations made during the year 2001 described in this note,
the balances of Series A and B as of December 31, 2001, amount to 7.0 million and 7.6 million, respectively.
Additionally, the balance of Series C, was totally redeemed as of December 31, 2001. See Note 17.2.

The creation of these Programs and the Public Offerings of Negotiable obligations were authorized by
the CNV. The net proceeds from the issuance of the Negotiable obligations were used to refinance bank
borrowings.

On August 17, 2000, the noteholders had granted the Company the authorization to perform the
voluntary capital stock reduction in similar terms to those mentioned in Note 6.6. In July, 2001 the
Company paid 3.4 million to the noteholders present at such meetings, in consideration for the
authorization. However, on July 20, 2001, the CNV advised to the Company that, in order to continue the
process of the voluntary capital stock reduction, the Company would have to obtain a new consent from
the noteholders in view that the structure approved by the Regular and Special Shareholders’ Meeting
held on January 18, 2001 differs from the one approved by the noteholders in their respective meetings
of noteholders.

As a consequence of the transfer of the Company's shares to TESA, as explained in Note 4., that
materialized a “Change of Control” as defined in the Negotiable obligations issuance terms and
conditions; and as provided in such terms and conditions, the Company has granted to the noteholders
the right to request the Company to repurchase their Negotiable obligations at a purchase price in cash
equal to 101% of the principal amount thereof plus accrued and unpaid interest through February 14,
2001 (“the Repurchase Date”). Therefore, on the Repurchase Date and in March 2001, the Company
repurchased about 93% of such Negotiable obligations for a face value of 464.9 million, and had to pay
469.5 million plus interest and applicable taxes. The funds required to repurchase the bonds were
obtained through a loan from TISA in the amount of US$530.1 million. See Note 11.3.d. Additionally, in
August 2001, the Company decided to accept an offer to repurchase the balance of Series C, whose
face value amounted to 0.3 million.

On October 9, 2001, as a consequence of the CNV solicitation from July 20, 2001, the Company's Board
of Directors resolved to call a Special Series A and B Notehoiders® Meeting to be held on October 30,
2001, which was celebrated in second call on November 12, 2001, to request an authorization to
eliminate and/or modify certain commitments assumed in connection with the issuance terms and
conditions of such Obligations negotiable (“the Authorization®). Additionally, on October 12, 2001, the
Company’s Board of Directors resolved to repurchase Series A and B negotiable obligations from its
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noteholders (“the Purchase Offer”), at a purchase price, in cash, equivalent to 100% of the principal
amount (‘the Repurchase Price”) plus interest accrued and unpaid through the day immediately
preceding to the repurchase date (*the Second Repurchase Date”). According to the Purchase Offer
conditions, the noteholders may not transfer their negotiable obligations in the Purchase Offer without
providing the Authorization or provide the Authorization without effecting the related transfer. In addition,
to the noteholders who, together with the transfer of the Negotiable Obligations, provide their
Authorization before October 26, 2001, the Company paid the Repurchase Price, plus interest accrued
and unpaid through the day before the Second Repurchase Date and an authorization fee equivalent to
1% of the principal amount of the repurchased Negotiable Obligations (the *Authorization Fee”). As a
resuit of the Purchase Offer on November 13 and December 5, 2001, the Company repurchased
Negotiabie Obligations for a face value of US$20.3 million plus interest accrued and taxes related and, if

%pplicable, the Authorization Fee. The funds required to repurchase negotiable obligations were partially
obtained through a loan from TESA in the amount of US$11 million. See Note 11.3.d. The cost derived
from the above-mentioned repurchase, including legal and technical advisory fees and the Authorization
Fee, amounted approximately to 1 million, which were accrued as of December 31, 2001.

After the repurchases mentioned above, The Company has cancelied approximately 97% of the
Negotiable Obligations for a face value of 485.5 million. In connection with the above described
issuance, the Company assumed certain commitments usually undertaken in transactions of this kind.
The Prospectus related to the issuance of Negotiable obligations gives a detailed information of the
condition of issuance, which have been modified and/or eliminated according to the authorizations
obtained from the Special Noteholders Meeting held on November 12, 2001. The main effective
commitments as of the issuance date of these financial statements, are among others: limitation on liens
with certain exceptions, filings of financial statements and other communications and reports and
maintenance of all govermment authorizations and approvals. As the Company intends to repay the
Negotiable obligations during the next twelve months, it has classified the principal amount of 14.5 million
as Current bank and other financial payables as of December 31, 2001. See Note 17.2.

As of the issuance date of these financial statements, the Company has complied with all the
commitments derived from the issuance of Negotiable Obligations and its amendments.

7.2. Other obligations

On November 4, 1999, the Company and Shosa had each entered into a term loan agreement
(respectively, the "Company Loan Agreement” and the "Shosa Loan Agreement”, and together the "Loan
Agreement”) for an amount of up to US$270.0 million with a group of banks organized by The Chase
Manhattan Bank ("Chase") (collectively, the "Banks"). This amount included the financial trust
agreement mentioned below.

a) The Company Loan Agreement was for a principal amount of US$169.2 million. Interest on such
loan was payable on a quarterly basis at a floating rate. As of December 31, 2000, as part of the
transactions described in Note 4., the Company had repaid the total amount of the Company Loan
Agreement.

b) The Shosa Loan Agreement was for US$30.0 million accruing quartely interest at a floating rate. As
of December 31, 2000, as part of the transactions described in Note 4., the Company had repaid the
total amount of the Shosa Loan Agreement.

c) On November 4, 1999, the Company had also entered into a financial trust agreement (the “Financial
Trust Agreement”) with Chase Manhattan Trading S.A. Sociedad de Bolsa, as trustee (the "Financial
Trustee"), and Chase, as administrative agent. Under the Financial Trust Agreement, the Company
had transferred to the Financial Trust its right to receive and to collect from the Clarin Shareholders
the receivables from the disposition of Coinca and invercab S.A. (the "Trust Assets") for US$70.8
million. As of December 31, 2000, as part of the transactions described in Note 4., the Company
had prepaid the amount owed under the Financial Trust Agreement at nominal value plus accrued-
interest as of the payment date. As a consequence of the cancellation of the Financial Trust
Agreement, the Company, as a beneficiary of the residual Trust Assets, has received the rights to
collect from the Clarin Group shareholders the balance of the receivable related to the sale of Coinca
and Invercab S.A., which were iater transferred to AMICH. See Note 5.2.e).
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The funds received by the Company under the Loan Agreement had been used by the Company for the early
redemption of its US$185 million Class A Notes under the US$400.0 million program that were due in
December 1999 and to repay other short-term liabilities.

COMMITMENTS AND CONTINGENCIES

8.1.

8.2,

Regulatory matters

a) Through Cointel, the Company is a member of the Main Core of the Telefénica awardee Consortium.
As of December 31, 2001, the Company holds a direct 50.0% interest in Cointel's common stock.
Decree No. 62/90 of the National Executive Power, as amended, provides that Regulatory
Authorities must approve in advance any transfer of the Company’s 20% interest in the Main Core of
Cointel (the same requirement applies to the 10% interest of TISA in Cointel). Cointel's common
shareholders existing as of the takeover of Entel, as a group, may not reduce their total holding to
less than 51.0% of the total capital with voting rights of Telefénica without first obtaining approval
from the regulatory authority.

b) Legal reserve: in accordance with the Business Associations Law, the Company's bylaws and
General Resolution No. 368 of the CNV, 5% of the year’s income must be appropriated to a legal
reserve until such reserve equals 20% of adjusted capital stock.

c) The Company has requested approval of certain transactions from the Comfer, including the
acquisition of an interest in Cablevisién, among others. The Company expects that such approval
will be obtained in due course.

d) With respect to the commitments and guarantees related to the issuance of negotiable obligations
and other payables, see Notes 7. and 11.3.d.

Guarantees granted

In connection with the disposition of companies in which the Company maintained ownership interests
during the years ended December 31, 1996 to 2001, the Company has agreed to indemnify the
purchasers for any omitted liability at time of sale subject to the amounts and terms specified in each
contract. As of December 31, 2001, the Company does not know of any circumstance that could
generate future losses and consequently, that should be booked as of December 31, 2001.

On December 20, 1999, the Company had received a complaint for arbitration proceedings filed by CNG
International Corporation and CNG Cayman [li Ltd. (together “CNG") against the Company, claiming
compensation for presumed liabilities and contingencies arising under the contract for the sale of
Sodigas Sur S.A., Sodigas Pampeana S.A. and Buenos Aires Energy Company S.A,, such companies
were sold during the 1997 fiscal year. In February 2000, the Company executed a settiement and
payment agreement whereby, among other matters, the parties agreed upon the voluntary dismissal of
the above mentioned complaint and the payment of US$3.0 million to CNG as full compensation for all
liabilities subject to compensation which was fully paid as of that date.

The Company had received a claim from industrias Forestales S.A. ("Industrias Forestales™) related to
the compensation of certain liabilities under the Share Purchase Agreement and the Corporate Bond
Assignment Agreement dated October 16, 1996, from Alto Parana S.A. In connection with such claim,
the Company signed a reconciliation and settlement agreement whereby it had to pay Industrias
Forestales the amount of US$2 million to settle the full amount of the claims of industrias Forestales
against the Company under the above-mentioned agreements. In addition, on September 29, 2000, the
Company executed an agreement with AMICH whereby the latter assumed the Company's obligation to
make any payment, including interest, if any, in connection with the executed reconciliation and
settlement agreement. In consideration therefore, the Company undertook to pay AMICH US$2 million
(see Note 6.2.). In December 2000, the Company made the payment derived from the above-mentioned
agreement.

As a result of the sale of Sodigas Pampeana S.A. and Sodigas Sur S.A. on August 24, 1999, Sempra
Energy International Chile Holding 1.B.V. ("Sempra”) sent a formal notification to the Company
demanding payment of certain tax contingencies under the stock purchase agreement executed on
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March 18, 1986 between the Company and Pacific Enterprises International {allegedly the predecessor
of Sempra). On December 15, 2000, the Company entered into an agreement with Sempra and Pacific
Enterprises Intemational whereby it has been released from the above-mentioned ciaim, by paying of
US$2.5 million on such date.

McKee del Plata S.A. ("McKee") filed a claim against CCI S.A. ("CCI") and the Company seeking
compensation on the basis of an agreement between McKee and CCl on July 23, 1992. Although the
claim was originally filed against CCl, certain indemnity clauses granted to CCl bind the Company to
settle 40% of any amount that may be assessed. On December 14, 2000, the Company executed an
agreement with CPC S.A. ("CPC"), as McKee's successor company, whereby the Company paid 0.2
million to CPC, being consequently released from the claim.

8.3. Litigation

As of December 31, 2001, the Company is not party to any fegal proceedings initiated against it whose
results might materially affect the Company's financial condition or the results of its operations and,
consequently, should be booked as of December 31, 2001. The Company's related companies are party
to various lawsuits in the ordinary course of their business. In the Company's opinion, the litigation in
which the Company's related parties are currently involved, individually and in the aggregate, is not
material compared to the Company's financial position or results of operations.

PURCHASE AND SALE CONTRACTS WITH TELEFONICA SHARES

During the years ended December 31, 1998 and 1999 the Company executed purchase and sale contracts
with Chase whereby the latter would sell the Company 5.3 million American Depositary Receipts ("ADRs") of
Telefénica equivalent to 53.0 million shares on October 29, 2001, November 30, 2001 and January 15, 2002
(2.0 million, 2.0 miltion and 1.3 million ADRs, respectively, on each date). The objective foliowed by the
Company when signing the option contracts was to obtain financing to be used for the Company’s activities.

During February and September 2000, the Company and Chase amended certain clauses of the above-
mentioned option agreements. Under these agreements and their modifications, Chase had the option to sell
to the Company, and the Company was obliged to purchase from Chase, 2.9 million of TESA ADRs,
equivalent to 8.8 million TESA's shares, on the above-mentioned dates at a price of approximately US$60.1
per ADR and, on the same dates, Chase had the option to buy from the Company 1.8 million TESA's ADRs
at a price of US$160.2 per ADR and 1.1 million of TESA ADRs at a price of approximately US$97.1 per ADR.
Due to the February 2000 amendments, the Company paid US$35.0 million which were charged to “Financial
(expense) income and holding {losses) gains, net - Net loss on premiums” in the statement of income for the
year ended December 31, 2000.

On December 7, 2000, the Company and Chase entered into a rescission agreement (the "Rescission
Agreement”) whereby they agreed to conclude the above-mentioned option agreements. According to the
Rescission Agreement terms and conditions, the Company repaid US$47.2 million for the anticipated
termination of the option agreements, such payment representing the full satisfaction of the Company’s
obligations with Chase in connection with such agreements.

Prior to the Rescission Agreement, due to the amendments of the above-mentioned option agreements, on
June 23, 2000, Chase and ATH had entered into a guarantee agreement (the "ATH Guarantee Agreement”)
whereby ATH agreed to guarantee all amounts payable by the Company to Chase under the option
agreements, up to an aggregate amount of US$40 million. In consideration for entering into the ATH
Guarantee Agreement, the Company, ATH and Hicks, Muse, Tate & Furst Equity Fund IV, LP entered into a
Credit Support and Reimbursement Agreement in June 2000, under which the Company had agreed to pay
certain commissions while the obligations were still outstanding, which amounted to 1.1 million during the
year ended December 31, 2000,

In addition, on September 29, 2000, the Company and AMICH had executed an agreement whereby AMICH
undertook to reimburse the Company for the amount if any, that the Company may have to pay in excess of
the market value of TESA's ADRSs to be acquired, over a certain number of TESA’s ADRs in the case of call
options and put options. In consideration for the above, the Company had agreed to pay AMICH a US$18.2
million premium. As a consequence of the Rescission Agreement, AMICH and the Company decided to
terminate this agreement. See Note 6.2.
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SPECIAL COMPENSATION PLANS FOR DIRECTORS AND EXECUTIVE OFFICERS

In July 1897, the Company implemented a compensation plan for its executive officers Martin Ruete,
Alejandro Burzaco and Hugo Berlingeri, and later Fabian de Paul which provided for the right to annual
payments equal to the increase over $3.54 in the average per share trading price of the Company’s common
shares for each six-month period ended June 30 (from June 30, 1997 to June 30, 2001) multiplied by a
number of shares between 1.0 million and 2.5 million of the Company’s 500 million outstanding shares. In
August 2000, the Company modified the above-mentioned special compensation plans for executive officers.
In accordance with the modifications made, if the authorization from the relevant authority under Law No.
25,156 for the direct or indirect transfer of a controlling shareholding percentage of the Company’s capital
stock to TESA or any of its affiliates was obtained (‘the Authorization”), the Company would pay to such
executive officers US$14.8 million within 10 days after the date on which such authorization is given. In
addition, the modifications provided that total compensation will be increased by an amount of US$0.1 million
per month in which the relevant executive officers continue working for the Company after September 30,
2000 up to the effective payment. As explained in Note 4., and since the Authorization was obtained on
October 27, 2000, the Company has repaid US$15.2 million for the above-mentioned special compensation
plan during the year ended December 31, 2000, included in “Net income related to the Contract - Special
plans for Executive officers” in the statement of income for the year ended as of such date. See Note 3.7.

The Company’s Board of Directors approved a special plan to compensate technical and administrative
functions rendered on a nonpermanent basis by Mr. Handley, either as Director, should he at any time be
elected to that position, or as an extemal advisor, as the case may be (the “Advisory Agreement”). This
special compensation plan entitled Mr. Handley to collect an annual sum of US$500,000 plus value added
tax for the period October 1, 1998 through September 30, 2001. The charge for the year ended December
31, 2000 totaled 0.5 million and is disclosed under “Administrative expenses — Fees and payments for
services”. Also, under this special compensation plan, the Company granted Mr. Handley an option (the
“Option") to receive an amount in cash resulting from: (i) the purchase price of 1 million the Company shares,
on the basis of the Company’s current capital stock, at the closing price as of September 30, 2003, less (i)
the purchase price of 1 million the Company shares, on the basis of the Company’s current capital stock, at a
price of US$4.40 per share. Mr. Handley had to exercise the Option during October 2003 and this right would
remain subject to the sole condition that Mr. Handley is not engaged in activities competing with those of the
Company, its subsidiaries and affiliates. On December 15, 2000, the Company, AMICH and Mr. Handley
entered into an agreement whereby they agreed the rescission of the Advisory Agreement, except the
Option, which was transferred by Mr. Handley to AMICH. Consequently, AMICH repaid Mr. Handley, as full
compensatory payment the amount of US$2.1 million for the rescission of the Advisory Agreement (the
payment includes the assignment of the Option to AMICH). On the same date, the Company and AMICH
entered into an agreement for the rescission of the Option, and the Advisory Agreement, if some of its
provisions were still in effect. See Note 6.3.

ACCOUNTS AND TRANSACTIONS WITH RELATED COMPANIES

11.1.0utstmding balances with related companies

As required by the Argentine Business Associations Law (Articie 33 of Law No. 19,550), the outstanding
balances with related companies as of December 31, 2001 and 2000 are listed below:

2001 2000
Current receivables ,
Telefénica S.A. Sucursal Argentina ("TESA Arg.”) 10,038,500(1) 15,540,000
ACH (2) - 396,845,821
Cointel - 14,520
10,039,500 412,400,341

e

{1) Maturing in March 2002 and accruing no interest. See Note 11.3.a. R
(2) As of December 31, 2001 ACH is no longer a related company of the Company. See Note 8.6.
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2001 2000
Current payables .
TISA 493,273,965 (1) -
AMICH (2) - 350,989
493,273,965 350,989

== ==== =

(1) With a ane-month term maturity, accruing interest at a nominal rate of 4.19% per annum. See Note 11.3.d.
(2) As of December 31, 2001 AMICH is no longer a related company of the Company. See Note 6.6.

11.2.The transactions made with related partles during the years ended December 31, 2001, 2000 and
1999, are as follows:

ACH (2)
TESA Arg. (3)
TISA (4)
TESA (4)
Telefénica

Loans and (1) cash capital Interest and commissions ~ Income ‘ Fees for
contributions (Expense) services rendered (received)
2001 2000 1999 2001 2000 1999 2001 2000 1999

30,540,115 1,567,061 - - -

- - 52,540,675 65,691,663 70,163,821
(26,954,742) - . - .
(17,012 -

4,524

(50.500) - -

Telefénica's related

companies (6)
Cointel
Cablevisién (5)

Forestal Nortefia (5)

AC

Aceros Zapla (5)
Atco

TyC (5)

Zapla Holdings (5)

(1)
(2)
(3
)
5)
(6)

N
g

- 64,419
15,607,440 13,485,126
11,589 (8,239)

144,000 144,000
94,106 350,674

5,085,951 3,294,683
375,000 7,304,881

435,866

L T R T R I}
[ S T N T T T |

L |

. 18,217,000 . . .
. 30,000,000 - - . .
- . - (164,736) . -
- 442,268 . . . .

5,460,951 59,258,832 3,574,089 17.186,090 13,812,440 52,490,175 65,929,769 70,658,495

Net of repayments made during the year.

As of December 31, 2001 ACH, is no longer a related company of the Company. See Note 6.6.

Net of tumover tax.

See Note 11.3.4. en

As of December 31, 2001, the Company had soid its direct and indirect ownership interest in these companies. See Note 5.2.
Includes Telinver S.A., Advance and TYSSA.

During the years ended December 31, 2000 and 1999, the Company collected 68.8 million and 0.8
million from Cointel and Telefénica, respectively, for cash dividend distributions. During the year ended
December 31, 2001, the Company did not collect any dividends from its affiliates.

11.3.Additionally to the transactions mentioned In Notes 4., 6., 9. and 10. the other related party
transactions are the following:

a.

On April 24, 1897, the Company signed an agreement with TESA Arg. pursuant to which the
Company committed to provide TESA Arg. with financial advice, assistance in analyzing investment
projects and other services related to TESA's duties as Operator under the Telefénica management
contract. The amount of the fee payable by TESA Arg. to the Company for such services equals
one half of the management fee received by TESA after deducting taxes and expenses. Pursuant to
the Telefénica management contract, the annual management fee which is calculated at 9% of
Telefonica’s net income before deduction of, among other things, depreciation, financial expense,
income tax and the management fee itself through April 30, 2003, is then to be reduced to between
1.5% and 5.0%, as agreed by TESA and Telefénica. In addition, at the expiration of the above term,
the Operator is entitled at his sole discretion to an additional five-year extension to April 30, 2008,
subject to the renegotiation of the management fee within certain limits established in the Telef6nica
management contract and above-mentioned. Fees for services rendered under the financial advisory
and services agreement with TESA Arg. (net of tumover tax) amounted to US$52.5 million, US$65.7
million and US$ 70.2 million for the years ended December 31, 2001, 2000 and 1999, respectively,
and are included as "Fees for services rendered to related parties, net’ in the statements of income.
The related receivables, which amount to US$10.0 million and US$15.5 million are included in
"Receivables from related parties" in the balance sheets as of December 31, 2001 and 2000,

respectively.
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b. As of December 31, 2001 and 2000 the main bank balances, net, with related parties are as foliows:

Assets
2000
Citibank N.A. - New York (1) 3,960,638
Citibank N.A. - Bs. As. (1) 4,331,391
Total 8,292,029

e e e o e e

{1) As of December 31, 2001, Citibank N.A. is not longer a related company of the Company. See Note 6.6.

c. Effective July 1996, the Company entered into a lease agreement with an affiliate of Republica
Holdings whereby the Company rents the office, comprising its registered office in Buenos Aires for a
term of six years. Additionally, the Company signed an amendment to the above-mentioned
agreement for which the Company has an option to extend the lease term until July 2005. As of
December 31, 2001, Republica Holdings is not longer a related company of the Company. See Note
6.6.

d. On February 12, 2001, the Company received a loan from TISA in the amount of US$530.1 miliion,
which accrued interest at LIBOR plus a 2.25% per annum (“the differential™) for a term of one month,
renewable automatically on a monthly basis uniess the parties notify in writing, at least three days
before due date, that they do not intend to renew the agreement. TISA is entitled to modify the
differential provided it notifies the Company of this decision at least three business days before the
end of each interest period. Subsequently, on February 14, 2001, the Company made early
repayment to TISA of this loan for an amount of US$37.9 million. On January 11, 2002, the
Company and TISA entered an amendment to the loan agreement whereby the differential was
increased to 7% per annum and which provides for the interest capitalization. Additionally, the
Company received a loan from TESA in the amount of US$11 million, which accrued interest at
LIBOR plus a 1.15% per annum. On November 30, 2001, this loan was cancelled. The funds loaned
by TISA and TESA were used to repurchase the Company Negotiable Obligations, as described in

"Note 7.1. and the interest accrued and outstanding as of such repurchases date.

Through a letter dated November §, 2001, TISA had informed to the Company that it was its firm
intention not to require the repayment of the principal amount of the outstanding loan until December
31, 2003. Subsequently, through a letter dated February 25, 2002, TISA notified that the commitment
assumed by such company, mentioned in the letter dated November 5, 2001 was no longer effective.
Consequently, the Company has classified such loan as “Current liabilities — Accounts payable to

. related parties” as of December 31, 2001.

According o the above-mentioned, as of the date of issuance of these financial statements, the
balance of the principal related to TISA"s loan amounted to US$496.9 mitlion. in obtaining the above
mentioned loan, the Company has assumed certain commitments, mainly involving limitations on the
sale of assets, limitations on liens of certain assets, limitations on the Company or any of its affiliates
becoming a party in merger or spin-off operations, with certain exceptions. In addition, the loan shall
forthwith become due and payabie: 1) upon the Company defaulting on any of the commitments
assumed under the loan agreement, 2) in the event of any change in the Company’s controiling
shareholder, 3) if the Company or its affiliates are unable to comply with their obligations, 4) changes
in the Company’s main business activity, 5) if the Company or any of its affiliates lose the
government licenses obtained and 6) if there are changes in the Company’s equity, economic and
financial situation that due to their adverse nature may affect the Company’s ability to comply with
the obligations assumed in the agreement or if there are restrictions that may limit the ability of the
Company to repay its debts. Through letter dated on February 25, 2002, TISA, has advised the
Company that for the twelve-month period as from February 25, 2002, (beyond the due date of such
debt): (i) the effects of the Public Emergency and Currency Exchange System implemented in
Argentina by Decree No. 1,570/01, Law No. 25,561, as supplemented and amended, effective in
Argentina shall not be considered by the creditor as an event of default; and (i) the creditor shall not
consider that, as of such date, an acceleration event has been verified under the agreement
regarding restrictions that may limit the Company's ability to make the payments due under the
agreement with TISA.
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As of December 31, 2001, current assets in foreign currency are lower than current liabilities in
foreign currency in the amount of US$499 million (3499 million as of December 31, 2001), amount
that, because of the devaluation mentioned in Note 17.1., increases subsequently in $550 miliion,
considering the last exchange market closing prior to the issuance date of these financial
statements.

The Company has prepared its financing projections and plans expecting to cover future fund needs
to face short debt mainly with funds generated by operations plus, as it is possible, by the evolution
of current economic measures, bank loans and access to capital markets; or otherwise, requesting
for iong-term refinancing of its payables.

However, owing to the macroeconomic situation described in Note 17.1., as of the date of issuance
of these financial statements, third parties’ credit lines are not available in amounts sufficient to
enable the Company to, together with intemally generated funds, meet current debt obligations.
Furthermore, it is not possible to determine whether this situation will evolve favorably in the short
term.

On the other hand, TESA has advised the Company that, as of the date of issuance of these
financial statements, it is still evaluating the Argentine macroeconomic context and analyzing
financing alternatives for the Company, including the possibility of refinancing or not over long-term
its current ioans to the Company and, if necessary, providing additional financing.

Consequently, the Company’s ability to settle its payabies to local and foreign creditors depends
upon the possibility of obtaining financing or, if not possible, of refinancing financia!l payables, as weil
as, if necessary, the granting of additional financing by its direct or indirect controlling companies.

Should no financing alternatives be available for the Company or should the Company not succeed
in obtaining refinancing, the Company would not have sufficient funds available to meet its current
liabilities payabie to local and foreign creditors.

Although the Company will make its best effort to obtain such financing, as of the date of issuance of
these financial statements, it is impossible to ensure what the result of such negotiations will be or if
the restrictions for making transfers abroad will enable the Company to settle its current liabilities in
the normal course of business and maintain its normal operations.

e. Additionally, during the year ended December 31, 2000, the Company paid fees for financial
advisory and other services to affiliates of Hicks Muse, Republica Holdings and Citibank N.A. for 4.8
million.

f. During the year ended December 31, 2001, Telefénica has provided administrative services to the
Company for 50,500.

g. OnMay 28, 2001 the National Executive Power issued Decree N° 677/01 which provides that, TISA
may declare its will to acquire all of the Company’s capital stock owned by third parties. Likewise,
any minority shareholder may demand that the controlling shareholder make a purchase offer to the
Company’s minority shareholders, in which case, the controlling shareholder could make an
acquisition of the Company's capital stock owned by third parties. Should any of the above
transactions be conducted, once the acquisition has been completed and the procedure established
has been met, the Company wouid be automaticaily delisted from the share public trading and listing
system. .

12. CHANGE IN THE CORPORATE NAME

The Company’s General and Special Shareholders’ Meeting held on January 18, 2001, approved the
corporate name change from CE! Citicorp Holdings Sociedad Anénima to Telef6nica Holding de Argentina
S.A. The Company had requested approval of the corporate name change fromthe CNV, which was granted
on March 6, 2001, and the CNV sent the file for registration of the corporate name change with the Public
Registry of Commerce. On April 18, 2001, the corporate name change was registered with the Public
Registry of Commerce.



13.

14.

15.

16.

OFFICIALLY STAMPED BOOKS

As a result of a delay in the process of stamping the Company's books, which is not attributable to the
Company, the Company'’s financial statements as of June 30, 2001 and 2000 and as of September 30, 2001
and 2000 have been copied to those officially stamped books on November 6, 2004.

SUPPLEMENTAL CASH FLOW INFORMATION

In the unconsolidated statement of cash flows for the year ended December 31, 2001 and consolidated
statements of cash flows for the years ended December 31, 2000 and 1999, respectively, cash and cash
equivalents are comprised of:

2001 2000 1999
Cash 394,664 4,777,817 262,626
Short-term investments (original maturity 90 days or less) 1,000,187 (1) 3,969,389 (1) 7,383,945
Cash and cash equivalents 1,394,851 8,747,206 7,646,571

(1) See Note 16.2.

The following additional disclosures are presented related to the statements of cash flows:

2001 2000 1998
Interest paid 49,873,592 89,514,337 87,150,730
Income tax paid 769,388 (1) 1,231,508 (1) 946,964 (1)

(1) Cormresponds to tax on minimum presumed income.

ACCOUNTING PRINCIPLES FOLLOWED BY THE COMPANY

These financial statements are presented on the basis of Argentine GAAP. Certain accounting practices
applied by the Company that conform with Argentine GAAP do not conform with US GAAP.

The Company has not presented a reconciliation of the effect on the accompanying financial statements as of
and for the year ended December 31, 2001 of the differences between Argentine and US GAAP. The
reconciliation for the years ended December 31, 2000 and 1999 are included in the Company’s Financial
Statements for those years filed by the Company with the SEC.

Under Argentine GAAP the effects of the devaluation of the Argentine peso described in Note 17.1. should be
recognized in the period ending as of March 31, 2002 (see Notes 2.6. and 17.1.).

OTHER FINANCIAL STATEMENT INFORMATION

The following tables present additional financial statement disclosures required under Argentine GAAP:

investments in shares, bonds issued in series and holdings in other companies.
Other investments.

Intangible assets and deferred charges.

Foreign currency assets and liabilities.

Administrative expenses.

ohwh~
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16.1. INVESTMENTS IN SHARES, BONDS ISSUED IN SERIES AND HOLDINGS IN OTHER

COMPANIES (stated in Argentine pesos ~ see Notes 17.1. and 2.3))

2001 2000
Denomination Face Inflation Value by equity Book Book
and features of securities Class value Amount adjusted cost method value value
NONCURRENT
INVESTMENTS (1)
Noncurrent investments
valued by the equity
method:
Cointel Common
Class “A" 0.1 2,245,384,140 829,277,362 711,225,092 711,225,092 722,195,185
Ciass 'B" 0.1 407,817,358 :
Atco - - - - - - 11,338,879 (2)
TyC - - - - - - 33,995,115
Subtotal 711,225,092 767,529,179
Investments valued at
recoverable value:
Atco Common 1 82,824,771 116,020,131 - 2) -
AC Common 1 3,600 3,600 - 3) -

Subtotat
Total noncurrent investments

(1) See Notes 2.6.c) and 5.

(2) See Note 2.6.c) 2. and 5.1.b).

(3) See Note 2.6.c) 2.

711,225,092 767,529,179
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INVESTMENTS IN SHARES, BONDS ISSUED IN SERIES AND HOLDINGS IN OTHER

16.1
COMPANIES (stated in Argentine pesos - see Notes 17.1. and 2.3.) (Cont.)

Information on the issuer
Latest financial statements

Denomination and Capital Netloss Shareholders’ Total % heid
features of securities Main business Date stock (2) (2) equity (2) in voting stock
NONCURRENT
Cointel Investments 08-30-01 531 (22) 1,451 50.0% (1)

Financial statements used for valuation by the equity method

Denomination and Closing Duration Auditors’ ‘
features of securities Year-end date of the period report date Scope Auditors’ report
NONCURRENT
Cointel 09-30 09-30-01 12 months 11-16-01 Audit No findings

(1) Relates to common stock.
(2) Stated in million of Argentine pesos.



.42-

16.2. OTHER INVESTMENTS (stated in Argentine pesos - see Notes 17.1. and 2.3.)

2001 2000
Main account and features Book value Book value
CURRENT INVESTMENTS
Foreign currency depasits (2) 1,000,187 (1) 3,962,731
Local currency deposits - 6,658
Total 1,000,187 3,969,389

(1)  The nominal interest rate is 1.69% per annum.
(2) InUS dollars.
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16.3. INTANGIBLE ASSETS AND DEFERRED CHARGES (stated in Argentine pesos - see Notes 17.1

and 2.3.)
2001
Original value
At beginning (Decrease) Atend
Main account of year Increase of year

Goodwill - Cointel 365,690,841 - 365,690,841
Goodwill ~ TyC 43,481,993 (43,481,993) -
Goodwill - Shosa - : - -
Goodwill - Cablevisién - - -
Goodwill = Atco - - -
Issuance cost of

Negotiable obligations

and long-term financing 27,829,370 - 27,929,370
Total 2001 437,102,204 (1)  (43,481,993) 393,620,211
Total 2000 788,854,002 (349,901,798) 438,952,204
Total 1998 784,176,850 4,677,152 788,854,002

2001 2000 1999
Amortization
At beginning For the Atend Net book Net book Net book
Main account of year Year Decrease of year value value value

Goodwill - Cointel 70,973,338 17,761,946 - 88,735,284 276,955,557 294,717,503 312,479,449
Goodwill - TyC 6,513,248 773,013 (7,286,261) - - 36,968,745 39,142,845
Goodwill - Shosa - - - - - - 64,223,931
Goodwill - Cablevision . - - ‘ - . - .. 251,664,074
Goodwill - Atco - - - - - - 975,062
Issuance cost of

Negotiable obligations

and jong-term financing 27,239,456 (2) 504,950 - 27,744,406 184,964 689,914 17,305,012
Total 2001 104,726,042 (1) 19,039,809 (7,286,261) 116,479,690 277,140,521
Total 2000 103,063,629 56,263,669 (2) (52,751,256) 106,576,042 332,376,162
Total 1999 60,471,505 42,738,613 (146,489) 103,063,629 685,790,373

s====ss====

(1) It does not include 1,850,000 of other deferred charges, which were fully amortized as of December 31, 2000.

{2) Includes 11.2 million relating to the accelerated amortization on the issuance cost of Negotiable obligations and long-term financing,
included in “Net income related to the Contract-Accelerated amortization on the issuance cost of Negotiable Obligations and long-term
financing”. See Notes 3.7. and 7. .




16.4. FOREIGN CURRENCY ASSETS AND LIABILITIES (see Note 17.1.)

Current assets

Cash

Short-term investments

Receivables from related
parties

Total assets

Current liabilities

Accounts payable to
related parties

Bank and other financial
payables

Accounts payable and
accrued liabilities

Other payables

Total liabilities

(1) US dollars.
(2) See Note 17.1.

2001 2000
Amount in Amount in
foreign Exchange Book amount foreign Book amount
currency (1) rate (2) (in pesos) currency (1) (in pesos)
392,330 1.0 392,330 1,585 1,585
1,000,187 1.0 1,000,187 3,962,731 3,962,731
10,039,500 1.0 10,039,500 412,400,341 412,400,341
11,432,017 416,364,667
493,273,965 1.0 493,273,965 350,989 350,989
15,039,881 1.0 15,039,881 339,478,339 339,478,339
695,007 1.0 ©95,007 - -
1,037,562 1.0 1,037,552 83,905,281 83,905,281
510,046,405 423,734,609

s o e ot s s S
P
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16.5. ADMINISTRATIVE EXPENSES (stated in Argentine pesos - see Notes 17.1. and 2.3.)

Administrative expenses

Account 2001 2000 1999
Fees and payments for services 2,250,354 8,281,596 10,412,774
Maintenance and office rental 1,531,161 2,026,175 2,715,428
Salaries and social security taxes - 3,714,801 5,298,243
Tax on minimum presumed income - 1,232,235 3,075,328
Travel expenses - 219,793 245,881
Cther 306,846 721,430 3,680,115

Total 4,088,361 16,196,030 24,887,769
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17. SUBSEQUENT EVENTS AS FROM DECEMBER 31, 2001 TO FEBRUARY 26, 2002

In addition to Notes 5.1.a), 11.3., and 6.6. the following discussion relates to the subsequent events as from
December 31, 2001 to February 26 2002.

17.1. Effects of the Argentina’s peso devaluation and other modifications to the economic regulation.

Since early December 2001, Argentine authorities implemented a number of monetary and currency
exchange control measures that mainly inciuded restrictions on the free disposition of funds deposited
with banks and tight restrictions for making transfers abroad, with the exception of transfers related to
foreign trade and other authorized transactions. Later, the Govemment declared the official default on
foreign debt payments. On January 6, 2002, the Argentine Congress approved Law No. 25,561 on
Public Emergency and Exchange System Reform, introduced dramatic changes to the economic model
impiemented until that date and amended the Convertibility Law (the currency board that pegged the
Argentine peso at parity with the US dollar) approved in March 1991. The new law empowers the
Federal Executive Power to implement, among other things, additional monetary, financia! and
exchange measures to overcome the economic crisis in the medium term, including the power to
establish a system to determine the exchange rate applicable to the Argentine peso.

Decree N° 71/2002 of the National Executive Power devalued the Argentine peso and established an
“official” exchange system, mainly for exports, certain imports, and bank debts, and the “freely floating
exchange market for the rest of the transactions, which was regulated by the BCRA. Official exchange
rate was established at $1.4 to US$1 and the exchange rate of the “free” market, as of the close of
business of the first day after the exchange market (which had been suspended as from December 23,
2001) reopened (January 11, 2002), was about $1.60/$1.70 to US$ 1 (bid price).

Other regulations were issued subsequently, amending some of the regulations described in
the preceding paragraphs. Their main effects as of the issuance date of these financial
statements are:

(a) as of February 8, 2002 the unification of the exchange rate markets into a “free” market.
As of February 25, 2002, (exchange rate effective as of the date prior to the issuance of
these financial statements) the US dollar exchange rate in such market amounted to
about $ 2.10 = US$ 1, bid price;

(b) the conversion into pesos of US dollar deposits in Argentine banks at the rate of $1.40
= US$1 and the conversion into pesos of alt US dollar-denominated debt obligations as
of January 6, 2002, at the rate of $1 = US$1. Deposits and debts converted into pesos
are to be adjusted through a benchmark stabilization coefficient to be published by the
BCRA and to be applied as of the date of publication of Decree No. 214/2002 plus
minimum and maximum interest rates for deposits and obligations with in the banking
system, respectively.

{c) issuance of a bond by the Argentine Govemment to compensate financial institutions
for the difference generated by the application of the exchange rates mentioned above;

(d) de-dollarization of all private agreements as of January 6, 2002 at a $1 = US$1 rate
and subsequent adjustment through the benchmark stabilization coefficient in the terms
described in (b), plus an equitable readjustment, in some cases;

(e) de-dollarization of public service rates which were originally agreed upon in US dollars
at a $1=US$1 rate and subsequent renegotiation on a case-by-case basis; subject to
the impact of rate competitiveness on income distribution and the economy, service
quality and investment plans involved, users’ interest and companies profitability;

(f) prior authorization by the BCRA for making transfers from the private sector abroad in

: relation to, among other, principal services, financial loans, dividends and profits for 90
days as from February 11, 2002, except debts with intemational entities and official or
officially recognized credit agencies. However, such payments may be made with freely
available funds existing abroad;
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(9)  suspension of dismissals without a fair cause for a 180-day period, as of January 6,
2002, and penalization whereby the amount of the severance payment provided for in
labor regulations would be double, should employees be dismissed during such term:

(h)  suspension for two years of the law on deposits intangibility or till the time the National
Executive Power considers the financial emergency to be concluded:;

{i) suspension for a 180-day term as of February 3, 2002 of all suits, precautionary
measures, and foreclosure proceedings on loans, debts, deposits, and financial
reprogramming affected by the new economic regulations; and

)] declaration of a state of emergency to last until December 10, 2003, covering
production and credit aspects, which implies among other issues:

1) the suspension, from February 14, 2002, and until December 10, 2003, of
foreclosure on collateral for financial debt that in any way may result in the transfer
of control of companies in insolvency proceedings or their subsidiaries:

2) the suspension, during 180 days as from February 14, 2002, of (i) all court-
mandated and out-of-court foreclosures, including of mortgages and security
agreements of any origin, whether for debtors in insolvency proceedings or any
other private-sector debtors, (i) the process of bankruptcy petitions, without
precluding the precautionary measures to protect the integrity of the debtor's
assets, and (jii) precautionary measures, whether priorly standing or newly
provided, involving those assets indispensable to the debtor's normal course of
business;

3) the extension of the exclusivity period in all insolvency proceedings governed by
Law No. 24,522 and initiated before February 14, 2002, for at least 180 days
beyond such period’s original expiration date or from the end of the last extension
granted. For new insolvency proceedings, the exclusivity period is extended to 180
days that may be extended a further 180 days (in both cases, this refers to courts
working days).

As of the date of issuance of these financial statements, the Federal Government is still
analyzing supplementary policies that will define, among other things, the way in which
secured loans in US dollars related to the local public debt swap will be switched into pesos
and the way in which external private debt payments will be made.

On the other hand, and as a conseguence of the changes implemented in January 2002, there
was an increase in the Argentine consumer price index of 2.3% and in the Argentine
wholesale price index of 6.6% according to the information provided by the INDEC (Argentine
Institute of Statistics and Census).

As stated in Note 2.4., foreign currency assets and liabilities as of December 31, 2001, were
valued at the $1 to US$1 exchange rate prevailing as of the date of suspension of the foreign
exchange market, pursuant to the provisions of Resolution MD No. 1/02 of the CPCECABA
and Resolution No. 392 of the CNV.

The net consolidated position of assets and liabilities in foreign cumrency that will generate
effects as a consequence of the devaluation is disclosed in Note 16.4. to these financial
statements. Such position has not suffered significant changes as of the date of issuance of
these financial statements. The estimated effect of the above-mentioned devaluation on the
Company'’s net payables in foreign currency as of December 31, 2001 and on Cointe! and
Telefénica’s net consolidated payables in foreign currency as of December 31, 2001,
calculated in proportion to the Company’s ownership interest in such companies, and on the
basis of exchange rates effective as of the date prior to the issuance date of these financial
statements, gives rise to a negative exchange difference of about $1.4 billion, which will be
recognized in the period ending March 31, 2002, according to generally accepted accounting
principles in Argentina.
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Under US GAAP, the exchange rate effective as of the date of reopening of the exchange market
(January 11, 2002), which amounted to 919.4 million, including 570.1 million corresponding to the
estimated effect of the devaluation on Cointel's and Telefénica’s shareholders’ equity, calculated based
on the Company’s ownership interest in such companies, should be used for the valuation in Argentine
pesos of foreign currency assets and liabilities as of December 31, 2001.

As provided in the Public Emergency and Currency Exchange System Reform Law, any ioss resulting
from applying the new exchange rate to the net position of assets and liabilities in foreign currency as of
January 6, 2002, will be deductible from income tax at the rate of 20% per annum over the five fiscal
years ending after the Law’s effective date. Should such effect result in a gain, it will be taxable in the
fiscal year ended December 31, 2002.

The effect of such devaluation on the Company’s shareholders’ equity, after considering the exchange
difference that could be capitalized on the basis of effective accounting standards in Argentina, could
cause the Company to fall within one of the mandatory capital reduction events, or within a dissolution
event (if the Company's shareholders’ equity becomes negative), provided by sections 206 and 94 of
the Business Associations Law.

The effects of the recent governmental announcements, over the Company’s investment in Cointei and
the related goodwill and the Company’s financing plan, are disciosed in Notes 2.6.¢) and d) and 11.3.d.,
respectively. Additionally, the respective effects over Telefonica’s fixed assets and Cointel and
Telefénica’s financing plan are disclosed in Note 5.1.a).

These financial statements include the effects derived from the new economic and exchange policies
known as of the date of issuance of these financial statements. All the estimates made by the
Company’s Management have considered such policies. The effects of any additional measures that
could be implemented by the Government or the instrumentation of previously adopted measures, will
be reported in the financiai statements as they become known.

17.2. Repurchase of negotiable 6bligations

On February 12, 2002, the balance of the principal of Negotiable Obligation Series A that amounted to
US$7.0 million and interest accrued as of such date were cancelled by the Company. Part of the funds
required to repurchase the bonds were obtained through two loans from Telefonica, accruing interest at
a nominal rate of 17% per annum and maturing on March 14, 2002.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

(Information not covered by the Report of Independent Public Accountants
— Amounts stated in Argentine pesos, except otherwise stated)

The following discussion should be read in conjunction with the financial statements for the years ended
December 31, 2001, 2000 and 1999. The financial statements have been prepared in accordance with Argentine
GAAP, which differ in certain respects from US GAAP. See Note 15. to the Company’s financial statements for the
years ended December 31, 2001, 2000 and 1999.

Muitiple Holding Company Structure

Telefonica Holding de Argentina S.A. (formerly known as CEIl CITICORP HOLDINGS SOCIEDAD ANONIMA) (see
Note 12. to the Company’s financial statements for the years ended December 31, 2001, 2000 and 1998) ("the
Company”) is a holding company primarily engaged, through related companies in the telecommunications
business ("Telecommunications Business") and the media, programming and content distribution business (*"Media
Business”) in Argentina. :

As of December 31, 2001, the Company conducts its Telecommunications Business through its 50.0% interest in
Compafiia Intenacional de Telecomunicaciones S.A. ("Cointe!") (see Note 5.1.a) to the Company’s financial
statements for the years ended December 31, 2001, 2000 and 1999), which controls the outstanding capital stock
of Telefonica de Argentina S.A. (*Telefonica™) through its ownership interest in 100% of Telefénica's Class "A"
shares. (See Note 8.1.a) to the Company s financial statements for the years ended December 31, 2001, 2000
and 1999) and 40.2 million Class “B” shares of Telefonica which represents approximately 2% of Telefonica’s
outstanding capital stock, being the total shareholding of Cointel in Telefénica’s capital stock 64.8%.

The Company conducts its Media Business in Argentina through its 26.8% ownership interest in Atlantida
Comunicaciones S.A. ("Atco”) (see Note 5.1.b} to the Company'’s financial statements for the years ended
December 31, 2001, 2000 and 1999). Atco is a holding company with a direct and indirect interest in broadcast
television companies and in radio stations. Likewise, the Company holds a 26.8% ownership interest in AC
Inversora S.A. ("fAC"). AC is a holding company with direct and indirect interest in broadcast television companies
(see Note 5.1.c) to the Company's financial statements for the years ended December 31, 2001, 2000 and 1999).

On April 11, 2000, certain affiliates of Hicks, Muse, Tate & Furst, Inc. (*Hicks Muse"), including HMTF — Argentine
Media Investments Ltd. ("HMTF"), Reptblica Holdings Ltd. (“Repuiblica Holdings") and Intemational Investments
Union Ltd. ("IlU7) ("HMTF Affiliates”) and Intemational Equity Investments, Inc. (“IE1*), a Citibank N.A. subsidiary,
(together with HMTF Affiliates, the "Former Principal Shareholders” and from now on the "Participating
Shareholders”) and Telefonica, S.A. ("TESA”) ("the Parties”) entered into a Stock Exchange Agreement (the “Stock
Exchange Agreement”, and from now on “the Contract”) whereby, after certain precedent conditions were met, on
December 15, 2000, such shareholders transferred to TESA 80.9% of the Company’s capital stock, representing
84.7% of the Company’s total votes in exchange for TESA common shares issued. On June 29, 2001, TESA -
informed the Company that on May 8, 2001, it transferred to Telefénica Internacional, S.A. ("TISA"), TESA's wholly
owned subsidiary, all of TESA’s 80.9% equity interest in the Company. Additionally, as a result of several
transactions described in Note 6.6. to the Company’s financial statements for the years ended December 31,
2001, 2000 and 1999, TISA’s equity interest in the Company, increased from 80.9% to 99.96%.

The Company also conducted its Media Business through its 20.0% interest in Tomeos y Competencias S.A.
(“TyC"), a provider of sports and entertainent programming in Argentina. In May 2001, the Company transferred
to ACH Acgquisition Co. ("ACH") an affiliate of the Participating Shareholders, its ownership interest in TyC (see
Note 5.2.a) to the Company's financial statements for the years ended December 31, 2001, 2000 and 1998).

Additionally, the Company was engaged in the cable television business through its indirect 35.9% interest in
Cablevisién S.A. ("Cablevision”). On December 15, 2000, the Company transferred to ACH, its ownership interest
in Southtel Holdings S.A. (“Shosa”), whose main asset, as of the disposition date, was its ownership interest in
Cablevisién (see Notes 5.2.b) and ¢) to the Company's financial statements for the years ended December 31,
2001, 2000 and 1999).
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The income of the Company and its holding companies, accounted for by the equity method, is affected by the
items of consolidated income and expenses of the companies owned directly by them. The net income of the
Company and such companies is also affected by consolidated income and expense items attributable to their
respective activities (e.g., interest income, interest expense, general and administrative expenses, taxes).
Consequently, the analysis set forth below includes: (i) a discussion of the results of operations of the Company
that takes into consideration the Company’s share in the net income of holding companies and operating
companies which the Company owns as well as the income and expenses attributabie to the Company's
operations, (i) a discussion of the results of operations of Cointel which focuses on Caintel’s share of the net
income of Telefénica as well as income and expenses attributable to the operations of Cointel, (iii} a discussion of
the results of operations of Telefénica, (iv) a discussion of the results of operations of TyC, (v) a discussion of the
results of operations of Televisién Federal S.A. —~ TELEFE ("Telefé") and LS4 Radio Continental S.A. (“Radio
Continental’), (vi) a discussion of the results of operations of Televisoras del Interior (as defined in this section)
and (vii) a discussion of the results of operations of Prime Argentina S.A. (Holdings) (“Prime”).

The management of each related company has prepared the information related to the Company’s affiliates
Comparison of Results of Operations; therefore, the veracity, accuracy and integrity of such information is the
exclusive responsibility of the management concemed.

The amounts in million of Argentine pesos contained in the Management's Discussion and Analysis of Financial
Condition and Resuits of Operations have been rounded up or down in order to facilitate the footing of notes and
tables in which they are included. The effect of such rounding is not material.

Financial Periods Covered

The Company and certain of its related companies (including Cointel and Telefénica) are subject to the reporting
rules imposed by the Comisién Nacional de Valores ("CNV”) on companies subject to its regulation. In general,
such rules require that such companies report their quarterly financiai results within 42 days after the end of their
fiscal quarters and their annual financial results within 70 days after the end of their fiscal years or, for both cases,
two days following their approval by the Company's Board of Directors whichever occurs first. Because the
Company's related companies that are regulated by the CNV tend to report their quarterly and annual financial
results at the end of such 42-day and 70-day periods, the Company is unable to report its quarterly and annual
financial resuits which include the resuits of such companies for the same fiscal periods within the applicable 42-
day or 70-day periods or, for both cases, two days following their approval by the Company’s Board of Directors
{whichever occurs first). As a result of and in accordance with the CNV's rules, the Company’s reports of its
operating results for, and of its financial condition at the end of, a fiscal period of three, six, nine or twelve months
will take into account the net income and financial condition of its related companies regulated by the CNV and of
their holding companies for and at the end of the period of three, six, nine or twelve months, respectively, ending
three months prior to the last day of the period covered by the Company’s report. For example, the Company’s
income statement and balance sheet for and as of the end of the year ended December 31, 2001 take into
account Cointel's (and, through Cointel, Telefénica's) income statement and balance sheet for and at the end of
the year ended September 30, 2001. See Note 2.6.c)1. to the Company's financial statements for the years ended
December 31, 2001, 2000 and 1999.

Critical Accounting Policies

Significant accounting policies have been described in the financial statements. Most critical accounting policies
adopted in preparing the Company s and certain of its related companies financial statements refate to: i) the
application of the gaing-concern assumption in the valuation and classification of the Company, Cointel and
Telefonica’s assets and liabilities (see Notes 2.6.¢)1., 5.1.a), 11.3.d. and 17.1. to the Company’s financial
statements as of December 31, 2001, 2000 and 1989); ii) the assumption that the Company, Cointel and
Telefénica will not default in the payment of their debt, with regard to the classification of Cointel and Telefénica’s
non-current debt (see Notes 5.1.a) and 11.3.d. to the Company’s financial statements as of December 31, 2001,
2000 and 1999); iii) the valuation of investment in Cointel and the goodwill stated for such investment under US
GAAP, which is based on management’s current estimates of future cash flows, iv) the valuation of Telefénica’s
fixed assets under US GAAP (under the provisions of SFAS 121 and 144), which is based on Telefénica
management'’s current estimates of its future cash flows; v) the creation of reserves in Telefénica for contingencies
assessed as likely by Telefénica’s management, based on its estimates and the opinion of its Argentine legal
counsel; and vi) the creation of allowances in Telefénica, amounting to 244 million in respect to 545 million past-
due receivables, based on Telefénica management’s estimates of possible future collection terms and conditions.
Additionally, under Argentine GAAP the exchange raté difference resulting from the devaluation of the Argentine
peso with respect to the U.S. dollar calculated on the basis of the rates in effect when the market reopened on
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January 11, 2002, will be recognized in the period ended March 31, 2002, while under US GAAP such difference
will be recognized in the year ended December 31, 2001.

The preparation of financial statements requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities as of the date of these
financial statements and the reported amounts of revenues and expenses during the reporting years. The ultimate
resuits could differ from those estimates. Future cash flows could differ materially from estimates of the
Company’s, Cointel’s and Telefénica’s management depending upon, among other matters, the outcome of the
pending Telefonica’s rate renegotiation with the Government described in Note 5.1.a) to the Company's financial
statements as of December 31, 2001, 2000 and 1999.

Modification of Argentine GAAP

Effective December 8, 2000, the Governance Board of the Argentine Federation of Professional Councils in
Economic Sciences ("FACPCE") approved Technical Resolutions Nos. 16, 17, 18, and 19, which provide for
changes in professional accounting principles relating to valuation and disclosure. On December 21, 2001, the
Buenos Aires City Professional Council ("CPCECABA") approved, with certain modifications, such Resolutions
and required mandatory application thereof for fiscal years beginning July 1, 2002, and thereafter. As of the date
of issuance of these financial statements, the CNV was analyzing the scope and timing for adopting such
standards.

Effects of the Argentina’s peso devaluation and other modifications to the economic regulation

Since early December 2001, Argentine authorities implemented a number of monetary and currency exchange
control measures that mainly included restrictions on the free disposition of funds deposited with banks and tight
restrictions for making transfers abroad, with the exception of transfers related to foreign trade and other
authorized transactions. Later, the Government declared the official default on foreign debt payments. On January
6, 2002, the Argentine Congress approved Law No. 25,561 on Public Emergency and Exchange System Reform,
introduced dramatic changes to the economic model implemented until that date and amended the Convertibility
Law (the currency board that pegged the Argentine peso at parity with the US dollar) approved in March 1991.
The new law empowers the Federal Executive Power to implement, among other things, additional monetary,
financial and exchange measures to overcome the economic crisis in the medium temm, including the power to
establish a system to determine the exchange rate applicable to the Argentine peso.

Decree N° 7172002 of the National Executive Power devalued the Argentine peso and established an “official”
exchange system, mainly for exports, certain imports, and bank debts, and the “freely fioating” exchange market
for the rest of the transactions, which was regulated by the Central Bank of Argentina ("BCRA”"). Official exchange
rate was established at $1.4 to US$1 and the exchange rate of the *free” market, as of the close of business of the
first day after the exchange market (which had been suspended as from December 23, 2001) reopened (January
11, 2002), was about $1.60/$1.70 to US$ 1 (bid price).

Other regulations were issued subsequently, amending some of the regulations described in the preceding
paragraphs. Their main effects as of the issuance date of these financial statements are:

(@) as of February 8, 2002 the unification of the exchange rate markets into a “free” market. As of
February 25, 2002, (exchange rate effective as of the date prior to the issuance of these financial
statements) the US dollar exchange rate in such market amounted to about $ 2.10 = US$ 1, bid
price;

(b) the conversion into pesos of US dallar deposits in Argentine banks at the rate of $1.40 = US$1
and the conversion into pesos of all US dollar-denominated debt obligations as of January 6,
2002, at the rate of $1 = US$1. Deposits and debts converted into pesos are to be adjusted
through a benchmark stabilization coefficient to be published by the BCRA and to be applied as
of the date of publication of Decree No. 214/2002 plus minimum and maximum interest rates for
deposits and obligations with in the banking system, respectively.

(¢) issuance of a bond by the Argentine Government to compensate financial institutions for the
difference generated by the application of the exchange rates mentioned above;




(d)  de-dollarization of all private agreements as of January 6, 2002 at a $1 = US$1 rate and
subsequent adjustment through the benchmark stabilization coefficient in the terms described in
(b), plus an equitable readjustment, in some cases;

(e)  de-doliarization of public service rates which were originally agreed upon in US dollars at a
$1=US$1 rate and subsequent renegotiation on a case-by-case basis; subject to the impact of
rate competitiveness on income distribution and the economy, service quality and investment
plans involved, users’ interest and companies profitability;

) prior authorization by the BCRA for making transfers from the private sector abroad in relation to,
among other, principal services, financial loans, dividends and profits for 90 days as from
February 11, 2002, except debts with international entities and official or officially recognized
credit agencies. However, such payments may be made with freely available funds existing
abroad;

(9) suspension of dismissals without a fair cause for a 180-day period, as of January 6, 2002, and
penalization whereby the amount of the severance payment provided for in labor regulations
would be double, should employees be dismissed during such term;

(h)  suspension for two years of the law on deposits intangibility or till the time the National Executive
Power considers the financial emergency to be concluded;

0] suspension for a 180-day term as of February 3, 2002 of all suits, precautionary measures, and
foreclosure proceedings on Ioans, debts, deposits, and financial reprogramming affected by the
new economic regulations; and

)] declaration of a state of emergency to last until December 10, 2003, covering production and
credit aspects, which implies among other issues:

1) the suspension, from February 14, 2002, and until December 10, 2003, of foreclosure on
collateral for financial debt that in any way may result in the transfer of control of companies
in insolvency proceedings or their subsidiaries;

2) the suspension, during 180 days as from February 14, 2002, of (i} all court-mandated and
out-of-court foreclosures, including of mortgages and security agreements of any origin,
whether for debtors in insolvency proceedings or any other private-sector debtors, (i) the
process of bankruptcy petitions, without precluding the precautionary measures to protect
the integrity of the debtor's assets, and (iii) precautionary measures, whether priorly standing
or newly provided, involving those assets indispensable to the debtor's normal course of
business; ‘

3) the extension of the exclusivity period in all insolvency proceedings govemed by Law No.
24,522 and initiated before February 14, 2002, for at least 180 days beyond such period's
original expiration date or from the end of the iast extension granted. For new insoivency
proceedings, the exclusivity period is extended to 4180 days that may be extended a further
180 days (in both cases, this refers to courts working days). ‘

As of the date of issuance of these financial statements, the Federal Government is still analyzing supplementary
policies that will define, among other things, the way in which secured loans in US dollars related to the local
public debt swap will be switched into pesos and the way in which extemnal private debt payments will be made.

On the other hand, and as a consequence of the changes implemented in January 2002, there was an increase in
the Argentine consumer price index of 2.3% and in the Argentine wholesale price index of 6.6% according to the
information provided by the INDEC (Argentine Institute of Statistics and Census).

As stated in Note 2.4. to the Company's financial statements for the years ended December 31, 2001, 2000 and
1999, foreign currency assets and liabilities as of December 31, 2001, were valued at the $1 to US$1 exchange
rate prevailing as of the date of suspension of the foreign exchange market, pursuant to the provisions of
Resolution MD No. 1/02 of the CPCECABA and Resolution No. 392 of the CNV.
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The net consclidated position of assets and liabilities in foreign currency that will generate effects as a
consequence of the devaluation is disclosed in Note 16.4. to the Company's financial statements for the years
ended December 31, 2001, 2000 and 1999. Such position has not suffered significant changes as of the date of
issuance of these financial statements. The estimated effect of the above-mentioned devaluation on the
Company’s net payables in foreign currency as of December 31, 2001 and on Cointel and Telefénica’s net
consolidated payables in foreign currency as of December 31, 2001, calculated in proportion to the Company's
ownership interest in such companies, and on the basis of exchange rates effective as of the date prior to the
issuance date of these financial statements, gives rise to a negative exchange difference of about $1.4 billion,
which will be recognized in the period ending March 31, 2002, according to generally accepted accounting
principles in Argentina.

Under US GAAP, the exchange rate effective as of the date of reopening of the exchange market (January 11,
2002), which amounted to 919.4 million, including §70.1 million corresponding to the estimated effect of the
devaluation on Cointel's and Telefénica’s shareholders’ equity, calculated based on the Company’s ownership
interest in such companies, should be used for the valuation in Argentine pesos of foreign currency assets and
liabilities as of December 31, 2001.

As provided in the Public Emergency and Cumrency Exchange System Reform Law, any loss resulting from
applying the new exchange rate to the net position of assets and fiabilities in foreign currency as of January 6,
2002, will be deductible from income tax at the rate of 20% per annum over the five fiscal years ending after the
Law’s effective date. Should such effect result in a gain, it will be taxable in the fiscal year ended December 31,
2002. : ' : A

The effect of such devaluation on the Company’s shareholders’ equity, after considering the exchange difference
that could be capitalized on the basis of effective accounting standards in Argentina, could cause the Company to
fall within one of the mandatory capital reduction events, or within a dissolution event (if the Company’s
shareholders’ equity becomes negative), provided by sections 206 and 94 of the Business Associations Law.

The effects of the recent governmental announcements, over the Company's investment in Cointel and the related
goodwill and the Company’s financing plan, are disclosed in Notes 2.6.c) and d) and 11.3.d., to the Company's
financial statements for the years ended December 31, 2001, 2000 and 1999, respectively. Additionally, the
respective effects over Telefonica’s fixed assets and Cointel and Telefénica’s financing plan are disclosed in Note
5.1.a). to the Company's financial statements for the years ended December 31, 2001, 2000 and 19989.

Agreement between the Company’s Former Principal Shareholders and TESA

On December 31, 1999, the Participating Shareholiders and TESA had entered into a Framework Agreement
relating to the sale of up to all of the Company’s common shares to TESA, which was subject to the execution of
the final documentation. On April 11, 2000, the Participating Shareholders and TESA entered into the Contract (as
defined in Note 1. to the Company's financial statements for the years ended December 31, 2001, 2000 and 1999)
whereby, once certain precedent conditions were met, such shareholders would transfer to TESA a minimum
percentage of the capital stock of the Company in exchange for TESA common shares issued. One of the
precedent conditions was the approval of the transfer by the National Antitrust Commission. Through Resolution
No. 245 dated October 27, 2000 (notice thereof served on the Company on October 31, 2000), the National
Antitrust Commission authorized: (i) the transfer to TESA of the Company shares representing at least 80% of the
votes and 75% of the capital stock of the Company as agreed upon in the Contract, and (ji) the simultaneous
transfer to Hicks Muse's group affiliates of Shosa's and TISA’s ownership interest in Cablevisién, representing
35.86% of Cablevision's capital stock each. Additionally, before December 15, 2000 (the "Closing Date"), Ami
Tesa Holdings Ltd. ("ATH"), an affiliate of the Participating Shareholders, had to make a tender offer (the “Offer”)
for up to all the Company’s Class “B” common shares which were held by third parties, other than the Participating
Shareholders, and which represented approximately 9.3% of the Company's capital stock. On December 7, 2000,
ACH informed that 46,416,348 Class "B"” common shares of the Company, which represent approximately 9.28%
of the Company's capital stock had accepted the Offer submitted by ACH on September 6, 2000. On December
14, 2000, the shares of the Offer were transferred to ACH. On the Closing Date, the Participating Shareholders
transferred to TESA 80.9% of the Company's capital stock, representing 84.7% of the Company's total votes in
exchange for TESA comman shares issued. On June 29, 2001, TESA informed the Company that on May 8, 2001,
it transferred to TISA, TESA’s wholly owned subsidiary, all of TESA's 80.9% equity interest in the Company.
Additionally, as a result of several transactions described in Note 6.6. to the Company s financial statements for
the years ended December 31, 2001, 2000 and 1999, TISA’s equity interest in the Company, increased from
80.9% to 99.96%.
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As part of the Contract, and according to the transactions provided therein and in certain related agreements, the
Company was involved in the following transactions:

(i)

(i)

(iii)

(iv)

)

(vi)

On December 15, 2000, Shosa redeemed to the Company irrevocable capital contributions, which included:
(a) Shosa's 26.8% ownership interest in Atco, (b) Shosa's 26.8% ownership interest in AC, {c) Shosa's 20%
ownership interest in TyC, including the net book value of the related goodwill as of September 30, 2000, (d)
its 60% ownership interest in South Cable, including irrevocable capital contributions and (e) 97.4 million in
cash. See Note 5.2.b) to the Company's financial statements for the years ended December 31, 2001, 2000
and 1999,

On December 15, 2000, the Company transferred to ACH its ownership interest in Shosa, whose main asset
as of that date, was its ownership interest in Cablevision, representing a 35.86% of the capital stock of such
company. The Shosa selling price amounts to US$395.3 million, and will be paid through a promissory note
issued by ACH, maturing on August 31, 2001, or before, if certain conditions contemplated in the loan
agreement occur. In August and December 2001, the Company and ACH amended a section of the
promissory note issued by ACH, extending the maturity date until January 31, 2002. See Notes 5.2.b) and 6.6.
to the Company's financial statements for the years ended December 31, 2001, 2000 and 1999.

On December 15, 2000, the Company sold to ACH its 100% ownership interest in South Cable Holdings S.A.
(“South Cable”) for a cash amount of US$123.8 million. The main asset of South Cable was the senior and
subordinated loans issued by Cablevision in December 1998, maturing in January 2003, which had been
previously contributed by the Company and Shosa to South Cable. See Note 5.2.d) to the Company's
financial statements for the years ended December 31, 2001, 2000 and 1999.

Additionally, on the same date, the Company subscribed an agreement with AMI Cable Holdings Ltd.
("AMICH?"), affiliate of the Participating Shareholders, under which, it transferred to the iatter: (a) its 100%
ownership interest in Forestal Nortefia, (b) the right to collect from the Clarin Group shareholders the balance
of US$18.6 million plus related interest, derived from the disposition of the Company’s indirect ownership
interests in Coinca and Invercab S.A. in September 1997, (c) the rights and obligations under the agreement
subscribed between IATE S.A. ("JATE"), the Company and other parties mentioned in Note 5.2.f) to the
Company's financial statements for the years ended December 31, 2001, 2000 and 1999, and (d) other minor
receivables. The total transfer price was US$39.1 million in cash. See Note 5.2.e) to the Company's financial
statements for the years ended December 31, 2001, 2000 and 1999.

in December 2000, the Company entered into an option contract to sell to ACH the Company's ownership
interest in TyC. The selling price of the Company's ownership interest in TyC amounted to US$80.0 million,
that the Company collected as of such date. Consequently, in May 2001, the Company transferred to ACH its
ownership interest in TyC and the rights and obligations under the TyC shareholders' agreement. The
difference between the selling price of the Company’s ownership interest in TyC and its book value as of the
disposition date, according to the financial statements of such company as of March 31, 2001, amounted to
7.7. million and was accounted as a capital transaction. See Notes 5.2.a) and 6.5. to the Company's financial
statements for the years ended December 31, 2001, 2000 and 1999.

The Company paid off its financial liabilities except for the amounts payables under the Negotiable Obligations
for US$500 million issued on February 24, 1997, under the US$500 million Program (the *Negotiable
Obligations™) (see Note 7.1. to the Company's financial statements for the years ended December 31, 2001,
2000 and 1999). The most significant liabilities that have been paid include among others: (i) the
indebtedness under the Company’s and Shosa's Syndicated Loan Agreement, assumed by the Company, and
outstanding indebtedness under the Financial Trust Agreement, as defined in Note 7.2. to the Company's
financial statements for the years ended December 31, 2001, 2000 and 1999, (ji) a loan agreement with The
Chase Manhattan Bank (“Chase”) for US$40 million, dated November 28, 2000, which was used to repay the
Class C Notes under the US$400 million program (see Note 7.1. to the Company’s financial statements for the
years ended December 31, 2001, 2000 and 1989) and (iii) the repayment of certain derivative contracts
described in Note 9. to the Company's financial statements for the years ended December 31, 2001, 2000 and
1999. »

(vii) The Participating Shareholders had requested the Company's Board of Directors to call a special

shareholders’ meeting to resoive the withdrawal of the Company shares from the public offefing regime and
the delisting thereof from the Buenos Aires Stock Exchange. On October 9, 2000, the Company filed an
application with the Buenos Aires Stock Exchange for preliminary authorization of the delisting of the
Company’s shares, However, after such filing, TESA had requested the Company’s Board of Directors that,
for the time being, they refrain from calling a special shareholders’ meeting to decide whether the Company's
shares are to be delisted from the Buenos Aires Stock Exchange. The Buenos Aires Stock Exchange in tum,
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required the Company to request more precise information from TESA. On January 9, 2001, the Company
informed the Buenos Aires Stock Exchange that, at the request of TESA, it had decided to call off the
proceedings to have its shares delisted. TESA subsequently notified the Company that, after completing an
exhaustive analysis, it had decided to go ahead with the delisting of the Company's shares. In the meeting
held on March 28, 2001, the Company’s Board of Directors decided that, taking into account the Company’s
current shareholding structure and the communication received from its then majority shareholder, TESA, the
delisting of the Company’s shares would be in its best corporate interest. Pursuant to the Board of Directors’
decision, on April §, 2001, the Company filed an application with the Buenos Aires Stock Exchange for
preliminary authorization of the delisting of its shares. As of the date of issuance of these financial statements,
such pronouncement remains pending.

(viii)The Participating Shareholders requested the Company’s Board of Directors to call a shareholders’ meeting in
order to consider, among other issues, a voluntary reduction of the Company’s capital stock (see Note 6.6. to
the Company's financial statements for the years ended December 31, 2001, 2000 and 1999) and the change
of the Company’s name (see Note 12. to the Company's financia!l statements for the years ended December
31, 2001, 2000 and 1999).

(ix) The Company requested a meeting of noteholders of the Negotiable Obligations to obtain authorization to
perform the capital reduction mentioned in (viii). On August 17, 2000, the noteholders granted such
authorization on condition that the following requirements are previously met: (i) that the three classes of
negotiable obligations give their authorization, (i) that a *Change of Control® occurs as a result of the transfer
of the Company'’s shares to TESA, and (jii) that the Company make an offer due to “Change of Control”, giving
to the noteholders the opportunity to exercise their right to have their Negotiable Obligations repurchased.
With the transfer of the shares to TESA, which materialized the Change of Control under the terms and
conditions of the Negotiable Obligations, and according to the latter's terms and conditions, the Company
granted to the noteholders the right to request the Company to repurchase their Negotiable Obligations at a
purchase price in cash equal to 101% of the principal amount thereof plus accrued and unpaid interest, up to
the repurchase date. Additionally, on October 12, 2001, the Company’s Board of Directors decided to
repurchase Series A and B Negotiable Obligations. See Notes 6.6. and 7.1. to the Company’s financial
statements for the years ended December 31, 2001, 2000 and 1998. As a conseguence of the repurchases,
the Company has redeemed approximately 97% of such negotiable obligations for a face value of 485.5
million. See Note 7.1. to the Company’s financial statements for the years ended December 31, 2001, 2000
and 1999.

As part of the Contract, the Company incurred expenses, in connection with severance payments and ather
compensations, faimess opinions and legal and technical advisory fees for approximately 7.7 million (which
includes 2.7 million in severance payments and other compensation and approximately 5.0 million of fees and
payments for services related with the Contract), which were charged to “Net income related to the Contract” in the
statement of income for the year ended December 31, 2000.

Additionaily, the Company: a) made payments under the compensation plans for executive officers described in
Note 10. to the Company's financial statements for the years ended December 31, 2001, 2000 and 1998, b) in
February 2001, repaid approximately 4.6 million plus related taxes, reiated to the 1% over the nominal value of the
Negotiable Obtligations repurchased on February 14, 2001 which were accrued as of December 31, 2000 (see
Note 7.1. to the Company’s financial statements for the years ended December 31, 2001, 2000 and 1999) and ¢)
in July 2001, paid about 3.4 million, which were accrued as of December 31, 2000 to the noteholders present at
the Noteholders' Meeting held on August 17, 2000 and referred to above in (ix).

As of the issuance date of these financial statements, the Company is not. aware of any fact that could have an
adverse effect on the Company's business, financial condition or results of operations, related with the
transactions described previously in this note.

Comparison of the Company's Results of Operations for the years ended December 31, 2001, 2000 and
1999
(Figures stated in million of pesos)

All references made below to 2001, 2000 and 1999 are to the years ended December 31, 2001, 2000 and 1999,
respectively.
Below the Company shows its unconsolidated results for the year ended December 31, 2001 and its consolidated

results for the years ended December 31, 2000 and 1999. See Note 2.2. to the Company's financial statements
for the years ended December 31, 2001, 2000 and 1999.




2001 2000 1999

Equity in (loss) eamings of ownership interests in related parties

((loss) income attributable to controlled companies and joint

venture companies) (21) (108) 21
Fees for services rendered to related parties 52 66 71
Administrative expenses 4) (16) (25)
Unrecoverable valued added tax and other taxes - (2 3)
Amartization of intangible assets and deferred charges (19) (45) (43)
Financial (expense) income and holding (losses) gains, net (6) (99) 87)
Other expenses and income, net - 3) -
Net income related to the Contract - 45 -
Special compensation plans for Directors and Executive officers - - (1)
Loss from dispositions of ownership interests in related parties = - - (66)
Income tax - 27 -
Net gain (loss) for the year 2 (188) (133)

- ————3 ====

Equity in (Loss) Earnings of Ownership Interests in Related Parties ((Loss) Income Attributable to
Controlled Companies and Joint Venture Companies)

For the reasons explained in - “Financial Periods Covered”, the Company's ownership interests in related parties
for the years ended December 31, 2001, 2000 and 1999 refiects the Company’s equity in the net income (loss) of:
(i) Cointel for the year ended September 30, 2001, 2000 and 1989 (which in tum reflects Cointel’s equity in
Telefénica’s net income for the year ended September 30, 2001, 2000 and 1999), (i) TyC for the six-month period
ended March 31, 2001 and for the twelve-month periods ended September 30, 2000 and 1988, (jii) Atco for the
three-month period ended March 31, 2001 and for the tweive-month periods ended September 30, 2000 and 1999,
(iv) AC for the nine-month period ended September 30, 1999 and (v) Cablevisién for the twelve-month periods
ended September 30, 2000 and 1999. The Company's equity in earnings of ownership interests in related parties
decreased to a loss of 21 million in 2001 from a loss of 108 million in 2000 and a gain of 21 million in 1999. These
resuits primarily reflect: (i) loss of 12 million, gain of 66 million and gain of 69 million in 2001, 2000 and 1999,
respectively, attributable to the Telecommunications Business, (ii) losses of 51 million and 22 million in 2000 and
1999, respectively, attributable to the Cable Television Business, (jii) losses of 9 million in 2001, 123 million in
2000 and 16 million in 1999, attributable to the Media Business and (iv) loss of 10 million in 1999, attributable to
Other Businesses.

The decrease in the Company’s equity in earnings of ownership interests in related parties attributable to the
Telecommunications Business a loss of 12 million in 2001 from a gain of 66 million in 2000 and from a gain of 69
million in 1999 was due principally to the changes in Cointel and Telefénica’s results for such periods. See
Telecommunications Business.

The Company’s losses of 51 million in 2000 and 22 million in 1999 attributable to the Cable Television Business
reiate to Cablevisién. On December 15, 2000, the Company sold its indirect ownership interest in Cablevisién
(through the disposition of its ownership interest in Shosa).

The Company’s losses of 9 million in 2001, 123 million in 2000 and 16 million in 1999 attributable to the Media
Business relate to: (i) TyC (gains of 2 million and 4 million in 2001 and 2000, respectively, and a loss of 2 million in
1999), (i) Atco (losses of 11 million, 123 million and 10 million in 2001, 2000 and 1899, respectively), and (jii) AC
(losses of 4 million in 2000 and 1999). In 2000, includes 2.7 million related to the decrease in the valuation of this
company, to adjust it to its estimated recoverable value. In 2000, the equity loss in Atco of 123 million includes 96
million related to certain adjustments made by the Company (see Notes 2.6.c) and 5.1.b) to the Company’s
financial statements for the years ended December 31, 2001, 2000 and 1999).

The loss of 10 million in 1999 in Other Businesses corresponds to Zapla Holdings S.A. ("Zapla Holdings"). In
September 1999 the Company had sold its ownership interest in Zapla Holdings. See Note 5.2.f) to the Company’s
financial statements for the years ended December 31, 2001, 2000 and 1999.
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Fees for Services Rendered to Related Parties, net

The Company renders financial advisory and other services to some of its controlled companies and related
companies. Fees for services rendered decreased to 52 million in 2001 from 66 million in 2000 and from 74 mitlion
in 1998, principally due to the variation in Telefénica’s net income in such periods (see *Comparison of
Telefonica’s Results of Operations for the years ended September 30, 2001, 2000 and 1999). The only significant
fee that the Company currently receives for financial advisory and other services is from Telefénica S.A. Sucursal
Argentina (“TESA Arg.”

Administrative Expenses

Administrative expenses include: (i) legal, auditors” and consulting fees, (i) miscellaneous administrative
expenses (iii) tax on bank checking account transactions in 2001, (iv) salaries and social security taxes in 2000 and
1999, and (v) tax on minimum presumed income in 2000 and 1989, Administrative expenses decreased to 4
million in 2001 from 16 million in 2000 and from 25 million in 1999. The decrease in administrative expenses in
2001 was mainly due to: (i) a decrease of 6 million in the fees for professional services, (i) a decrease of 4 million
in salaries and social security taxes and, (iii) a 1 million charge for tax on minimum presumed income in 2000.

. The higher level of administrative expenses in 1999 as compared to 2000 is principally due to a 5 million increase
in 1999 in fees for professional services related to the analysis of the Company'’s financing structure.

Unrecoverable VAT and Other Taxes

Unrecoverable VAT and other taxes decreased 2 million in 2001 as compared to 2000 and 1 million in 2000 as
compared to 1889. The decrease in 2001 was mainly due to the decrease of the Company’s operations.

Amortization of Intangible Assets and Deferred Charges

Amortization of intangible assets and deferred charges decreased to 19 million in 2001 from 45 million in 2000 and
from 43 million in 1999. The decrease in amortization in 2001 was mainly due to intangible assets and deferred
charges retirement related to the transactions mentioned in “Agreement between the Company’s Former Principal
Shareholders and TESA".

Other expenses and income, net

The charge of 3 million in 2000 relates to a loss of 6 million for the payment of certain guaranties related to the
sales of companies partially offset by the recovery of 3 million in tax on minimum presumed income of 1999 and
1998. See Note 2.6.e) to the Company’s financial statements for the years ended December 31, 2001, 2000 and
1999. '

Financial (Expense) iIncome and Holding (Losses) Gains, net

The Company'’s financial (expense) income and holding (losses) gains, net, amounted to losses of 6 million in
2001, 99 million in 2000, and 87 million in 1999.

The decrease in losses to 6 million in 2001 from 98 million in 2000 was principally due to: (i) a decrease of §9
million in interest generated by liabilities (including reiated taxes) to 36 million in 2001 from 95 million in 2000
principally due to a lower average financial indebtedness and a decrease in interest expense, (ji) a loss of 22
million in 2000 related to premiums on financial instruments, which includes a 35 million loss in connection with the
February 2000 amendment to certain conditions of the option subscribed with Chase Manhattan Bank ("Chase”),
(iii) an increase of 13 million in 2001 in interest generated by assets mainly due to an increase of 29 million related
to the Promissory Note issued by ACH for the disposition of Shosa (see Note 5.2.b) to the Company's financial
statements for the years ended December 31, 2001, 2000 and 1999), partially off-set by a decrease of 16 million
related to the interests derived from certain receivables that the Company maintained with Cablevisién (see Note
5.2.d.) to the Company’s financial statements for the years ended December 31, 2001, 2000 and 1999).
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The increased losses in 2000 as compared to 1999, were principally due to: (i) loss of 22 million in 2000, which
includes a 35 million loss in connection with the February 2000 amendment to certain conditions of the option
contracts subscribed with Chase, as compared to a loss of 14 million in 1999, which includes a loss of 7 million
due to the disposition of certain financial instruments and (ii) an increase in interest expense (including related
taxes) to 95 million in 2000 from 83 million in 1999 mainly due to higher average indebtedness; partially offset by
(i) a loss of 3 million in 1999 related to holding losses and losses from the disposition of Telefénica Class “B*
shares, which were soid in 1999 and (ji) a loss of 4 million related to the transfer of certain receivables.

Loss from Dispositions of Ownership Interests in Related Parties

The Company booked a loss on dispositions of ownership interest in related parties of 66 million in 1999, basically
due to the disposition of its ownership interest in Zapla Holdings (loss of 63 million). See Note 5.2.f) to the
Company’s financial statements for the years ended December 31, 2001, 2000 and 1999,

Net Income related to the Contract (See Note 4. to the Company’s financial statements for the years ended
December 31, 2001, 2000 and 1999)

Gain (Loss)

Gain from dispositions of ownership interests in related parties and other assets 136
Special compensation plans for Executive officers (15)
Financial instruments 47
Accelerated amortization of issuance cost of Negotiable obligations and long-term financing (11)
Other financial expenses )}
Severance payments and other compensations 3)
Other 5)

Total 46

During 2000, the Company booked a 46 million gain as a consequence of the Contract, which main items are: (i)
gain from disposition of ownership interests in related parties and other assets includes: (a) a gain of 153 million
for the disposition of Shosa, whose main asset as of the disposition date was its 35.9% ownership interest in
Cablevision, and whose main liabilities as of such date amounted to 163 million, (b) a loss of 4 million from the
sale of South Cable whose main asset was the senior and subordinated loans issued by Cablevision for an
amount of 124 million and (¢) a loss of 13 million from the disposition of the ownership interest in Forestal Nortefia
S.A. ("Forestal Nortefia™) and other assets, (ii) a loss of 15 million under the Special compensation pians for
Executive officers. Such program had been modified in August 2000 (see Note 10. to the Company’s financial
statements for the years ended December 31, 2001, 2000 and 1999), (iii) a loss of 47 million related to the
termination of financial instruments executed with Chase (see Note 9. to the Company’s financial statements for
the years ended December 31, 2001, 2000 and 1899), (iv) a loss of 11 million for the accelerated amortization of
certain financial costs related to (a) the Syndicated Loan organized by Chase due to its prepayment and (b) the
Negotiable obligation program for US$500 million due to the prepayment of 93% of its nominal value in February
2001 (see Note 7.1. to the Company’s financial statements for the years ended December 31, 2001, 2000 and
1999), (v) a loss of & million related to other financial expenses. The loss of 9 million is comprised of (a) a loss of
5 million due to the excess of the redemption value over the nominal value (101% according to issuance
conditions) of the Negotiable obligations repurchased in February 2001 and (b) a loss of 4 million in certain fees
related to the consent fee granted to the noteholders of Negotiable obligations in connection with certain clauses
of the issuance agreement, and (vi) other losses of 8 million related to severance payments and other
compensations and professional fees.

Income Tax

The income tax charge of 27 million was accrued by Shosa before Shosa’s disposition, on December 15, 2000. In
2001, the Company has estimated that the taxable income assessed for the fiscal year ended on such date will be
fully offset by accumulated tax loss carryforwards from prior years. According to the respective tax retums filed,
the Company has an accumulated tax loss carryforward for income tax of approximately 259.1 million. See Note
2.6.e) to the Company's financial statements for the years ended December 34, 2001, 2000 and 1998.

Net Gain (Loss) for the year

As a result of the factors discussed above, the Company’s net gain (loss) amounted to a gain of 2 miilion in 2001,
- a loss of 188 million in 2000 and a loss of 133 million in 1999.
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Telecommunications Business

Comparison of Cointel’s Unconsolidated Results of Operations for the years ended September 30, 2001,
2000 and 1999.

(Figures stated in million of pesos)
As of December 31, 2001, the Company’s ownership interest in Cointel amounts to 50.0%.

All references made below to 2001, 2000 and 1999 are to the years ended September 30, 2001, 2000 and 1999,
respectively.

The discussion relating to Cointel is based on Cointel's unconsolidated financial information for 2001, 2000 and
1999. The Company believes that such financial information-rather than Cointel’s consolidated financial
statements, highlights more effectively the effect on Cointel’s activities other than its holding of Telefénica stock.

2001 2000 1999
Income on equity investment in Telefénica 157 176 226
Amortization of intangible assets (14) (21) 21
Administrative expenses ) (4] 3)
Financial income (expense) and holding gains (losses), net (143) (16) (68)
Net (loss) income for the year from continuing operations Q)] 137 134
Net (loss) income of Telefénica’s spun-off businesses 21 (%)) 7
Net (loss) income (22) 136 141
Operating cash flow 78 159 157

P ——— e
=== === ===

Income on Equity Investment in Telefénica

income on equity investment in Telefénica decreased to 157 million in 2001 from 176 million in 2000 and from 226
million in 1999, This decrease was due to the variation in Telefénica’s net income in such years (see “Comparison
of Telefénica's Consolidated Results of Operations for the years ended September 30, 2001, 2000 and 1999
partially off-set by an increase in Cointel’s ownership interest in Telefénica from 51.0% to 62.5%, as from the
effective date of Telefénica's reorganization, February 1, 2001. See Note 5.1.a) to the Company’s financial
statement for the years ended December 31, 2001, 2000 and 1999.

Amortization of Intangible Assets

Amortization of intangible assets decreased to 14 million in 2001 from 21 million in 2000 and 1999. The decrease
was mainly due to the intangible asset originated in the acquisition of a 51% of the capital stock of Telefénica in
November 1980, which was totally amortized during the three-month period ended December 31, 2000.

Financial Income (Expense) and Holding Gains (Losses), Net

Financial income (expense) and hoiding gains (losses), net, amounted to losses of 143 million in 2001, 16 million
in 2000 and 68 million in 1999. The variation from 2000 was principally due to (i) holding losses of 80 million in
2001 and a gain of 38 million in 2000 related to the variation in the market price of Telefénica's Class "B" shares
held by Cointel during 2001, (i) a loss of 7 miilion in 2001 related to the early settiement charge of certain
repurchase agreements involving Telefénica’s Class “B” shares executed by Cointel, (iii) a decrease in interest
expense (including related taxes) to 55 million in 2001 from 62 million in 2000, (iv) a decrease of 2 million in
interest generated by assets in 2001 and (v) a decrease in cash dividends gained to 3 million in 2001 from 6
milfion in 2000. The variation from 1999 was principally due to (i) holding gains of 38 million in 2000 and a loss of 8
million in 1999 related to the variation in the market price of Telefénica’s Class “B” shares held by Cointel, and (ii)
lower financial interest of 4 million. .
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Income Tax and Tax on Minimum Presumed income

Under Argentine law, Cointel's income on its equity investment in Telefénica is non-taxable. Also, most of
Cointel's expenses are tax-deductible. Consequently, Cointel estimates that there will be no tax payable and
therefore, no income tax charge was accrued in 2001, 2000 and 1999. In addition, no charge was booked for tax
on minimum presumed income in 2001, 2000 and 1999. '

Net (loss) income of Telefénica spun-off businesses

Includes (loss) income of Telefénica’s spun-off businesses in the reorganization process for the four-month period
ended January 31, 2001 and for the years ended September 30, 2000 and 1998. See Note 5.1.a) to the .
Company'’s financial statements for the years ended December 31, 2001, 2000 and 1988.

Net (Loss) Income

As a result of the factors described above, Cointel’s net (loss) income amounted to a loss of 22 million in 2001, a
gain of 136 million in 2000 and a gain of 141 million in 1998.

Comparison of Telefénica's Consolidated Resulits of Operations for the years ended September 30, 2001,
2000 and 1999
(Figures stated in million of pesos)

As of December 31, 2001, the Company holds an ownership interest in Telefonica, through its 50.0% ownership
interest in Cointel, which in tum controls Telefénica, through its 100% ownership interest in Telefénica's Class “A”
shares and 40.2 million Class “B” shares which represents approximately 2% of Telefénica's outstanding capital
stock, being the total sharehoiding of Cointel in Telefénica“s capital stock of 64.8%.

All references made below to 2001, 2000 and 1999 are to the years ended September 30, 2001, 2000 and 1999,
respectively.

2001 2000 1999

Net revenues 2,797 2,950 2,863
Cost of services provided . (1,416) (1,706) (1,492)
Administrative expenses (283) (218) (223)
Selling expenses {418) (209) (285)

Equity in earnings of ownership interests in related parties {2) {2) 1
Other expenses, net (113) (151) (133)
Financial (expense) income and holding (losses) gains, net (122) (118) (98)
Unusual items @ - -
Income tax (170) (202) (190)
Net income for the year from continuing operations 266 344 443
Net (loss) income of spun-off businesses (41) (1) 13
Net income for the year 225 343 456
EBITDA (1) 1,298 1,614 1,552
"Lines installed (in thousands) 4,851 4,669 4,384
Lines in service (in thousands) 4,521 4,259 3,934
Lines in service per 100 inhabitants 24.4 244 228
Lines in service per employee 467 427 386

(1) EBITDA is defined as operating income pius depreciation and amortization. EBITDA corresponds to the continuing businesses.
See Note 5.1.a) to the Company's financial statements for the years ended December 31, 2001, 2000 and 1999,

Telecommunications market deregulation

Telefonica has a license for an unlimited period of time for rendering public telecommunications services in the
southern region of Argentina, which provided for an exclusivity period untit November 8, 1997, with the right to an
extension for a further three years.
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The National Executive Power issued Decree No. 264/98, which extended the exclusivity period with respect to the
supply of basic telephone services until late 1999 and provided for the gradual opening up to competition of the
telecommunication business in Argentina, to conclude with the liberalization of the local and domestic and
international long distance services on November 8, 2000. Although the effectiveness of Decree No. 264/98 was
subject to the conclusion of certain legal proceedings, Telefénica believes that it is unlikely that the outcome of
those proceedings would slow the trend toward increasing competition.

On June 9, 2000, the National Executive Power issued Decree No. 465/00, which provides for the total
deregulation of the telecommunications market beginning November 9, 2000. Additionally, on September 3, 2000,
the National Executive Power issued Decree No. 764/00 which, in the context of such deregulation, approved the
Rules for Licenses for Telecommunication Services, the Rules for Interconnection, the Rules for Universal Service
and the Rules for the Management and Control of the Radioelectric Spectrum. These rules constitute the current
regulatory framework applicable to Telefénica since the deregulation of the telecommunications services. The
above-mentioned rules provide, among other issues, the requirements to obtain the licenses to render
telecommunications services, the conditions to establish rates and the providers’ obligations, the technicai and
economic aspects for interconnection to the networks of different providers, the programs, administration and
economic issues of Universal Service, as well as the principles that will govern the management and control of the
radioelectric spectrum. On September 19, 2000, Telefénica filed a reconsideration petition against certain issues
of Decree No. 764/00. The Court has not as yet ruled on these issues.

The principal strategic objective of Telefénica is to compete successfully and to maintain a leadership position in
the Argentine telecommunications industry. Telefénica has been preparing to do so; however, there can be no
assurance that the consequences of the introduction of competition, would not materially and adversely affect the
business, the financial position or the results of operations of Telefénica. While there can be no such assurance,
in the opinion of Telefénica’s management, the implementation of Telefénica’s business strategies will continue
having a beneficial effect on the future competitiveness of its telecommunications business, mitigating the negative
effects of the increasing competition in the Argentine market.

Tariff Regulation

Decree No. 264/98 provides a 4% reduction (in constant dollar terms) inrates to be applied to basic telephone
service rates during each year of the transition period, which finished on October 10, 1999. During the seven
years subsequent to the transfer date, Telefénica had applied similar 2% tariff reductions, principally through
reduction in domestic long distance service charges. During the transition period 90% of such reduction had to be
applied to domestic long distance services. Also, during such period, Telecomunicaciones Intemacionales de
Argentina Telintar S.A. (“Telintar”) (subsequently Telefénica as it successor) had to reduce its intemational annual
rates by 4% during the transition period. On November 3, 1998, the Secretary of Communications (‘the SC”)
issued Resoiution No. 2,925/99, whereby, based on the assumption of the nonexistence of effective competition
as of such date provided 5.5% annual reductions in basic telephone service rates for the period November 1999
through November 2000. Such reduction was applied to the following services: detailed billing, domestic and
international long-distance. Likewise, the starting date of the domestic and intemational long-distance reduced
rate was brought forward.

Decree N° 764/00 on telecommunications deregulation establishes that providers may freely set rates and/or
prices for the services rendered and for customer categories, which shall be applied on a nondiscriminatory basis.
However, if there were no “effective competition®, the historical providers of such areas shall respect the maximum
rates established in the General Rate Structure. Below the values established in such rate structure, such
providers may freely set their rates by areas, routes, long-distance legs and/or customer groups. To determine the
existence of effective competition, the historical providers shall demonstrate that another or other providers of the
same service obtained 20% of the total revenues for such service in the local area of the Basic Telephony Service
involved. Effective competition shall be considered to exist in the provision of national or intemational long-
distance services for the calls originated in a local area of the Basic Telephony Service, when the customers in
such area are able to choose, through the dialing selection method, among more than two service providers, if
each of them, offers more than one long-distance destination. Except for areas and services where effective
competition is demonstrated to exist, the rate agreements established a maximum rate per pulse denominated in
U.S. dollars. These agreements also provided for the right of Telefénica to adjust this rate for changes in the
Consumer Price Index of the United States of America on April 1 and October 1 of each year. However, Law of
Public Emergency and Currency Exchange System Reform No. 25,561, dated January 6, 2002, provides that, in
the agreements executed by the Federal Administration under public law regulations, including public works and
services, indexation clauses based on foreign countries price indexes or any other indexation mechanism are
annulled. In this regard, it sets forth that the prices and rates resulting from such provisions shall be established in
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pesos at a one peso ($1) = one U.S. dollar (US$ 1) exchange rate. Furthermore, Section No. 9 of the
abovementioned Law authorizes the National Executive Power to renegotiate the above-mentioned contracts
taking into account the following criteria in refation to public utility services: (a) the impact of the rates on the
competitiveness of the economy and on distribution of income; (b) service quality and investment plans, when
such aspects are contemplated in the contracts; (c) the interest of users and access to the services; (d) the
security of the comprised systems; (e) the profitability of the companies.

In addition, Decree No. 764/00 has reduced the interconnection price for the origin and destination of the calls in
the local areas to 1.1 cents/minute for districts with more than 5,000 inhabitants or a telephone-set density above
15 telephones every 100 inhabitants and to 1.3 cents/minutes for the rest of the districts and in the areas included
in the original license of independent operators and to 0.30 cents/minutes for the traffic within the local areas. A
six-monthly 3% price cap will be applied to the values indicated above during the first two years after these rules
and regulations become effective. :

in April 2000 and March 2001, Telefénica, Telecom Argentina Stet-France Telecom S.A. (“Telecom”), and the SC
executed rate agreements which, subject to the approval by the Ministry of Economy and of Infrastructure and
Housing, provided the terms under which the price caps would be applied:

i) price cap for the period beginning November 8, 2000 and ending November 7, 2001; the SC established
that the rate reduction for the period beginning November 8, 2000 and ending November 7, 2001 would
amount to 6.75%. The reduction would be applied through: a) discount plans that were effective as from
March 2000 (commercial and government basic rates, local measured service, and the application of certain
preferential rates of internet access), the non-application of charges set forth in Resolution N° 2,926/99 until
November 8, 2001 and the non-application over the year of the two semiannual adjustments to the puise
value for the US Consumer Price Index; b) given that such pians were brought into effect before schedule,
the accumulated effects of the above-mentioned rate reductions would be applied to the computation of price
caps for the periods beginning November 8, 2000 and ending November 7, 2002 adjusted at an interest rate
of 12% per year; and ¢) furthermore, it was established that the difference between the effect of the discounts
already granted and that of a 6% reduction wouid be applied on November 8, 2000 across different items of
the tariff structure, and the additional 0.75% reduction would be applied as defined by the Licensees.

ii) price cap for the period beginning November 8, 2001 and ending November 7, 2002: the SC established
that the efficiency factor for the price cap applicable for the peried beginning November 8, 2001 and ending
November 7, 2002 would amount to 5.6%. This rate reduction is to be impiemented through: a) the non-
application of the two adjustments to the pulse value for the US Consumer Price Index for the year, adjusting
the effect at the 12% annual rate in order to measure it against the total expected 5.6% reduction, b) any
balance resulting from the non-application of the adjustment to the value of the telephone puise in the period
beginning November 8, 2000 and ending November 7, 2001, as well as any balance remaining in respect of a
variety of items included in the 2000 price cap; ¢) any unapplied price cap portion remaining after the rate
reductions mentioned in a) and b) above; with respect to the 5.6% rate reduction, it should be applied in the
following manner: 70% as provided by Telefénica, 15% to the local service, and 15% to other services as
required by the SC, other than monthly basic charges and the local measured service.

iii) price cap for the period beginning November 8, 2002 and ending November 7, 2003: the SC eétablished
that the efficiency factor could not exceed 5%, but it did not set its value.

Although the reductions mentioned in point i), and the early reductions referred to in point ii), are being applied by
Telefbnica, the related agreements have not been yet approved by the Ministry of Economy and of infrastructure
and Housing. As of the issuance date of these financial statements, the effect of the discount plans implemented
has not been established as compared to rate reduction percentages provided by such agreements, and the
regulatory agency has not approved how to apply the rate reduction mentioned in point i).

On the other hand, in relation to the complaint filed by Consumidores Libres Cooperativa Limitada de Provisién de
Servicios Comunitarios (*Consumidores Libres”) on October 4, 2001, a precautionary measure requested by the
plaintiff was awarded ordering the Federal Govemment, Telefénica and Telecom that they do not apply the
adjustment to the pulse for the US Consumer Price Index until final judgment is rendered in the case. Against the
above-mentioned legal proceedings, Telefénica filed an appeal to the Supreme Court of Justice rejecting the
arguments contained in such judgment and a decision regarding such matter is pending.
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In the opinion of Telefénica’s Management and its legal counsel, the outcome of these issues could exclusively
affect the maximum rates for future services that Telefonica is authorized to charge its customers regarding
services, areas, or customers in which the govemment did not deciare the existence of effective competition. As of
December 31, 2001, these maximum rates are determined by applying to rates effective as of November 7, 2000,
the discounts applied in order to implement the price caps related to November 8, 2000, and November 8, 2001,
under the above-mentioned agreements.

The rate reduction percentage and the services to which such reductions will eventually apply depend on the final
approval of the above rate agreements, and on the outcome of the legal proceedings commenced by
Consumidores Libres regarding the effective rate system described above. Based on current rate regulation
mechanisms, and considering Telefénica’s defense against the above legal proceedings, in the opinion of
Telefénica's Management and its legal counsel, the outcome of these issues will not have a negative impact upon
Telefénica’s financial position or a significant adverse effect on its resuits of operations.

In this context, in connection with the agreements executed by the Federal Administration under public law
regulations, including public works and services, Law No. 25,561 provided for: (i) the annulment of dollar or other
foreign currency adjustments and indexing provisions; (ii) the establishment of an exchange rate for doliar-
denominated prices and rates ($1 = US$ 1); and (jii) the authorization for the National Executive Power to
renegotiate the conditions of the above-mentioned contracts taking into account the following criteria: (a) the
impact of the rates on the competitiveness of the economy and on distribution of income; (b) service quality and
investment plans, when such aspects are contemplated in the contracts; (¢) the interest of users and access to the
services; (d) the security of the comprised systems; (e) the profitability of the companies. '

Through Decree N° 293/02, dated February 12, 2002, the National Executive Power entrusted the Economy
Ministry the renegotiation of such agreements, including agreements that govern the provision of basic telephony
services. The contractual renegotiation proposals must be submitted to the National Executive Power within 120
days after the effective date of this Decree.

As of the date of issuance of these financial statements, Telefénica’s Management is unable to foresee the final
result of the negotiation under Law No. 25,561 or the rate scheme to be effective in the future; it is possible that
such rate scheme will not maintain its value in U.S. dollars or constant pesos over time in accordance with any
potential future increase in general price levels ("G.P.L."). Although, according to Telefénica's legal counsel
opinion, under general administrative law principles applicable to the Transfer contract and List of conditions,
future rates should be fixed at a level which is sufficiently fair to cover service costs, if future rates evolve at a
pace well below GPL, it would have a material adverse effect on Telefénica’s future financial position and results
of operations. '

As described above, Telefénica will have to renegotiate telephone service future rates with the Argentine
Government, as a result of the passing of Law No 25,561. In consequence, although Telefénica has maintained
the booked value of its fixed assets relating to the telecommunications business on the basis of estimates
according to information currently available, the future telephone service rates and, as a result, the amount of
future telecommunications service revenues and net cash flow can not be predicted. Consequently, the
recoverability of booked fixed assets of Telefénica as of September 30, 2001 in the amount of 4,490 million
depends on the outcome of such negotiation on Telefénica’s operations.

Financial situation and concentration of credit risk

As of December 31, 2001, Telefénica does not have other balances or operations that represents significant
concentration of credit and operations, except for the balances and operations with the Argentine Government
(Federal, Provincial and Municipal Govemment and Governmental agencies). Trade receivables from the
Argentine Government as of December 31, 2001 and 2000 amounted to 95 million and 113 million, respectively.
The percentages of net revenues derived from services rendered to the Argentine Government for the year ended
December 31, 2001 and for the three-month period ended December 31, 2000, were approximately 3.3% and 4.2%.
Out of the above-mentioned balances as of December 31, 2001 not yet collected as of the issuance date of these
financial statements, approximately 84 million were past due as of December 31, 2001. On the basis of the
Telefénica’s current collection efforts and the information available as of the date of issuance of these financial
statements about Argentine’s future economic perspectives (see Note 17.1. to the Company’s financial statements
for the years ended December 31, 2001, 200 and 1999), to the Company's financial statement for the years ended
December 31, 2001, 2000 and 1999.Telefénica‘s Management has reestimated the possible collection terms and
conditions of the receivables from govemment entities mentioned above. The estimated financial effects of the
possible deferral of collections from such government agencies has been considered to determine the allowance
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for doubtfui accounts as of December 31, 2001. The portion of net value booked related to these receivables that
the Telefénica estimated that will be collected over 12 months has been classified as noncurrent as of December
31,2001,

As of December 31, 2001, Cointel and Telefonica owed a total amount of approximately US$942 million to related
parties, which matures until August 2002. These agreements establish the usual commitments for these kind of
transactions, as well as clauses that establish that the creditor may accelerate the terms of payables (“events of
anticipated maturity”) if there are changes in the companies” equity, economic and financial situation that due to
their adverse nature may affect the ability to comply with the obligations assumed in such agreements or if there
are restrictions that may limit the ability of such companies to repay their debts.

The creditor has advised Cointel and Telef6nica that for the twelve-month period as from February 25, 2002,
(beyond the due date of such debts): (i) the effects of the Public Emergency and Currency Exchange System
implemented in Argentina by Decree No. 1,670/01, Law No. 25,561, as supplemented and amended, effective in
Argentina shall not be considered by the creditor as an event of default; (ii) the creditor shall not consider that, as
of such date, loans have become immediately due and payable in accordance with the agreements and (jii) the
creditor shall not declare that debts have become due and payable for Cointel's failure to meet certain financial
ratios.

Cointel and Telefénica have followed a financing policy that has combined the use of intemally generated funds
with the use of third-parties and majority shareholder financing. As of December 34, 2001, Cointel’s consolidated
current assets in foreign currency are lower than current liabilities in foreign currency in the amount of US$ 1,206
($1,206 million as of December 31, 2001), amount that, because of the devaluation mentioned in Note 17.1. to the
Company'’s financial statements for the years ended December 31, 2001, 200 and 1999, increases subsequently
in $1,358 million, considering the last exchange market closing prior to the issuance date of these financial
statements.

Cointel and Telefénica have prepared their financing projections and plans expecting to cover future fund needs to
continue their investment plan and face short and long-term debt mainly with funds generated by Telefénica’s
operations pius, as it is possible, by the evoiution of current economic measures, bank loans and access to capital
markets; or otherwise, requesting for long-term refinancing of their payables.

However, owing to the macroeconomic situation described in Note 17.1. to the Company’s financial statements for
the years ended December 31, 2001, 200 and 1999, as of the date of issuance of these financial statements, third
parties’ credit lines are not available in amounts sufficient to enable Cointel and Telefénica to, together with
internally generated funds, meet Cointel and Telefénica’s current debt obligations. Furthermore, it is not possible
to determine whether this situation will evolve favorably in the short term. .

Since early December 2001, Argentine authorities implemented a number of monetary and currency exchange
control measures that mainly included restrictions on the withdrawal of funds deposited with banks and tight

_ restrictions for making transfers abroad, with the exception of those related to foreign trade and other authorized
transactions.

Subsequently, the BCRA provided that funds transferred abroad, among other transfers, by the non-financial
private sector on account of financial loans principal service, profits and distributions of dividends, carried out
within 90 days as from February 11, 2002, shall require BCRA previous consent. This shall not be necessary when
the obligation arises from payabies to muitilateral organizations, banks that financed investment projects jointly
with such organizations, and govemmental credit agencies or those guaranteed by such entities.

While the above restriction is in force, or should it be extended for 90 days, Cointel and Telefénica are unable to
ensure that the BCRA will authorize principal payments to foreign creditors over the repayment term and under
conditions established originally. Current debt maturities affected by this situation amount to the equivalent of
US$1,090 million. In addition, the equivalent of US$1,059 million and 175 million classified as noncurrent in the
balance sheet of such companies, resui-irom agreements providing that the amounts owed would become
immediately due and payable (after certain steps have been followed) if other obligations are not met as could be
the case of the current payables above.

On the other hand, TESA has advised Cointel and Telefénica that, as of the date of issuance of these financial
statements, it is still evaluating the Argentine-macroeconomic context and analyzing financing alternatives for
these companies, including the possibility of refinancing or not over long-term its current loans to Cointel and
Telefonica and, if necessary, providing additional financing.
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Conseqqently, Cointel and Telef6nica’s ability to settle their payables to local and foreign creditors depends upon
the possibility of obtaining financing or, if not possible, of refinancing financial payables, as well as, if necessary,
the granting of additional financing by their direct or indirect controlling companies.

Should no financing alternatives be available for Cointel and Telefénica or shouid Cointel and Telefénica not
succeed in obtaining refinancing, such companies would not have sufficient funds available to meet their current
liabilities (including those disclosed as current on the balance sheets as of December 31, 2001 of such companies
and such liabilities that would turn into current payables if creditors claimed a default) payabie to local and foreign
creditors.

Although Cointel and Telef6nica will make their best effort to obtain such financing, as of the date of issuance of
these financial statements, it is impossible to ensure what the resuilt of such negotiations will be or if the
restrictions for making transfers abroad will enable Cointe! and Telefanica to settle their current liabilities in the .
normal course of business and maintain their normal operations.

Net Revenues

Net revenues decreased by 5.2% to 2,797 million in 2001 from 2,950 million in 2000 and increased by 3.0% in
2000 from 2,863 million in 1999.

The following table shows the main operating revenues in million of pesos by service category for 2001, 2000 and
1999 (net of intercompany transactions):

2001 2000 1999

Basic Telephone service
Measured service 818 953 1,048
Monthly basic charges (1) 679 699 696
Special services 299 255 200
Installation charge 56 73 49
Public phones 222 241 226
Access charges 310 292 181
International long-distance service 142 188 232
Telephone equipment 83 56 20
Publishing of telephone directories 54 ‘ 76 70
Other 134 117 141
Total 2,797 2,850 2,863

==se= ———— ———

(1) Includes monthly basic charges and charges for supplemental services.
The main variances are due to the following reasons:
Measured service

Measured service includes revenues that Telefonica collects from the traffic of local and domestic long-distance
calls made by its own customers to other of its own customers through Telefénica’s network, and by customers of
other operators routed through Telefénica's networks as well as other operators’ network. In this latter case,
Telefonica bills and collects revenues for cali completion, while, conversely, Telefénica pays other operators for
the cost of using their networks.

The decrease, of approximately 14.2%, to 818 million in 2001 from 953 million in 2000 was principally due to: a)
new discount plans for domestic long-distance calls regarding certain client segments and time of the call, the
5.5% decrease in rates in effect for certain segments of local services and domestic long distance service applied
since March 2000 and other commercial discount grated to customers, b) a decrease in the average billable
interurban lines of 10.6% (considering increases and decreases in long-distance lines as a consequence of
presuscription process) and ¢) a decrease in average billable local lines of 7.5%, which in part became “prepaid
lines”, thus increasing revenues from special services.

The decrease, of approximately 8.1%, to 953 miillion in 2000 from 1,048 million in 1999, was principally due to new
discount plans implemented since October 1999 for domestic long-distance calls with respect to certain client
segments and time of the call, the 5.5% decrease in rates in effect for certain segments of local services and
domestic long distance service applied since November 8, 1999, the rate reductions implemented on billings since
March 2000, and an approximate 9.4% decrease in the number of average puises consumed per line. These
changes were partially offset by the increase of about 1.7% in the average price per pulse and 3.2% in average
number of billable lines.
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Monthly basic charges

Monthly basic charges, which include the monthly basic charges of measured services lines, as well as of prepaid
lines, decreased by 2.9% to 679 million in 2001 from 699 miliion in 2000. The change was principally due to the
commercial discounts granted to customers and the decrease in rates in effect applied on billings since March
2000, which includes a 19.5% discount on certain customers of the commercial and government segment.

The increase, of approximately 0.4%, to 699 million in 2000 from 696 million in 1989 was principally due to the
increase in the average billable lines and an increase in the average price per pulse, which was partially offset by
commercial discounts granted to customers and the decrease in rates in effect for billing since March 2000, which
included discount for the commercial and government segment.

Special services

Special services increased by 17.3% to 299 million in 2001 from 255 million in 2000 and increased by 27.5% in
2000 from 200 million in 1999. The changes were principally caused by increases in revenues from intemnet calls
in 2001 and 2000 as compared to the previous fiscal years. Internet traffic increased by 37.2% to 7,376 million
minutes in 2001 from 5,374 million minutes in 2000 and by 173% from 1,969 million minutes in 1999. Additionally,
in 2001 the use of prepaid calling cards increased. Such growth was offset by a decline in DTA (Digital Trunk
Access) services mainly due to the granting of greater commercial discounts on basic rate and measured service.

Installation charges

The decrease, of approximately 23.3%, to 56 million in 2001 from 73 million in 2000 was principaliy duetoa
decrease of 15.8% in the amount of basic telephone lines installed during 2001, and to a decrease of 8.1% in the
average installation price per line during 2001.

The increase, of approximately 49.0%, to 73 million in 2000 from 49 million in 1999 reflected an approximately
83% increase in the number of basic telephone lines installed during 2000 (basically due to “Youth line® and
“Controlled line” line types, which allow for pre-established limited monthly consumption and are billed at a fixed
charge), which was partially offset by a decrease in the average installation price per line of 14%.

Pubiic phones

Public phones decreased by 7.9% to 222 million in 2001 from 241 million in 2000 due to increase of commercial
discounts granted to telephone station owners and a decrease in average pay-phone usage of 14%. This change
was partially offset by an increase in the average number of telephone stations of 28.2% from 26,942 lines in 2000
to 34,525 lines in 2001 and in semipublic service of 2.5% from 57,575 lines in 2000 to 58,987 lines in 2001.

The increase, of approximately 6.7%, to 241 million in 2000 from 226 million in 1999 was due to increases of 36%
in the average number of public telephone lines and in the average price per pulse, partiaily offset by a decrease
in the average pulses consumed per line.

Access charges

Access charges increased by 6.2% to 310 million in 2001 from 292 million in 2000 principally due to an increase of
consumption from interconnection with mobile and public phone operators. Additionally, revenues from cellular
interconnection increased due to PCS services and to accessing of the network by value-added service providers.
This increase was partially offset by applying, as from March 2001, the 3% reduction to interconnection rates
under Decree N° 764/00.

The increase, of approximately 61.3%, to 292 miflion in 2000 from 181 miliion in 1999, was principally due to the
local and domestic long-distance interconnection agreements of Telefénica with other long distance operators
executed since October 1999. '

International long-distance service
Revenues decreased by 24.5% to 142 million in 2001 from 188 million in 2000 and decreased by 19.0% in 2000

from 232 million in 1999. In 2001 and 2000, the changes were principally due to the decrease in the average rate,
and commercial discounts granted to customers through the new plans offered since deregulation.
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Telephone equipment

The revenues increased by 48.2% to 83 million in 2001 from 56 million in 2000 and increased by 180.0% in 2000
from 20 million in 1999. In 2001 and 2000, the changes were due to a progressive increase in sales through
Teleshops and Showrooms and to the new products offered in the second half of fiscal year 2000.

Cost of Services Provided, Administrative Expenses and Selling Expenses

Cost of services provided, administrative expenses and selling expenses (‘operating costs”) decreased to 2,117
million in 2001 from 2,133 million in 2000 and increased in 2000 from 2,000 million in 1999.

The following table shows the breakdown of expenses in million of pesos for the years ended September 30, 2001,
2000 and 1999 (net of intercompany transactions):

2001 2000 1999
Salaries and social security taxes 349 391 420
Depreciation and amortization (1) 618 697 689
Fees and payments for services 556 558 374
Material consumption and other 60 §3 55
Management fee 123 148 151
Allowance for doubtful accounts 173 100 118
Sales costs S0 52 24
Other 148 134 169
2,117 2,133 2,000

(1) Excluding the portion classified as financial expense.
Salaries and social security taxes

The decrease, of approximately 10.7%, to 349 million in 2001 from 391 million in 2000 was due to a significant
headcount reduction in Telefénica, which decreased to 9,680 in 2001 from 9,984 in 2000 in part as a consequence
of the outsourcing agreement signed with IBM. 1BM has hired the personnel that had been assigned to rendering
the services.

The decrease, of approximately 6.9%, to 391 miilion in 2000 from 420 million in 1999 was due to significant
headcount reductions in Telefénica, offset by the incorporation of 360 employees from Telefonica Larga Distancia
de Argentina S.A. ("TLDA") and Startel S.A., which were merged into Telef6nica.

Lines in service per employee increased to 467 in 2001 from 427 in 2000 and from 386 in 1999, which represents
an increase of 9.4% and 10.6%, respectively. i A

Depreciation and amortization

Total depreciation and amortization decreased by 11.3% to 618 million in 2001 from 697 million in 2000. The
change was principally due to those fixed assets fully amortized in the previous year and to the sale of fixed assets
to IBM.

The increase, of approximately 1.2%, to 697 million in 2000 from 689 million in 1999 was due to Telefénica's
depreciation and amortization charges of 684 million in 2000 which increased by 5.1% from 651 million in 1999
(excluding the portion corresponding to financial expenses), due to an increase in fixed assets subject to
depreciation. The increase was partly generated by the merger of TLDA into Telefénica.

Fees and payments for services

Fees and payments for services decreased by 0.4% to 556 million in 2001 from 558 million in 2000 mainly in
Telefénica due to: a) increases in system services whose growth includes the costs related to outsourcing the
operation and maintenance of certain IT systems infrastructure in the amount of 33 million, which were partially
offset by a decrease in hardware and software maintenance charges of 22 million, b) a 16 million increase in
advertising expenses and c) a 4 million increase in consulting and advisory services over the year ended




21

September 30, 2001. The increases were partially offset by a 22.3 million decrease in interconnection charges with
other operators due to the price cap established by Decree N° 764/00 and 8.9 million decrease on account of
‘Maintenance charges” and “Building refumishing®, specially related to expansion into the northemn area of
Argentina during the prior year. ’

The increase, of approximately 49.2%, to 558 million in 2000 from 374 million in 1999 was mainly the result of the
execution of interconnection agreements with other long distance operators effective in October 1999 amounting
to 122 million.

Allowance for doubtful accounts

The charge to the allowance for doubtful accounts increased by 73% to 173 million in 2001 from 100 million in
2000 and decreased by 15.3% in 2000 from 118 million in 1999. The variation was caused by the changes in the
amount and aging of past due receivables in each year.

Sales cost

Sale costs increased by 73.1% to 90 million in 2001 from 52 million in 2000 and by 116.7% in 2000 from 24 million
in 1999. In 2001 and 2000, the changes were due to a progressive increase in sales through Teleshops and
Showrooms and to the new products offered in the second half of year 2000.

Financial income (Expense)

Consolidated gross capitalized interest totaled 40 million in 2001, 53 million in 2000 and 59 million in 1999. Net
financial income (expense) amounted to a loss of 122 million in 2001, 118 million in 2000 and 98 million in 1998,
The change was mainly due to the increase in Telefénica's financial debt compared to the previous fiscal years.

Other Expenses, Net

Other Expenses, net decreased to 113 million in 2001 from 151 million in 2000 and increased in 2000 from 133
million in 1999, In 2001 the variation was mainly due to: a) an increase of 13 million in the net book value of fixed
assets retired due to work in process in 2000, b) the write-off of the investment in Intelsat and Inmarsat in 2000
and c¢) the charge in 2000 of the amounts payable for the agreement of extraordinary contribution to the
Compensatory Fund. These charges were partially offset by an increase in allowance for contingencies for 18
million in 2001,

In 2000, the variation was mainly due to the above-mentioned effects, which were partially offset by: a) a reduction
in employee termination expense of 36 million compared to the previous year, b) the charge for the year ending
September 30, 1999 in TLDA due to the effect of a reversal of billings, ¢) the charge in 1999 for the effects of the
resolution of the Reguiatory Authority that imposed a fine on the Company related to allegedly excessive rates
charged for some calls made from the Company's public telephones using coins having a value in excess of the
price of the cail.

Net (loss) income of spun-off businesses

Includes (loss) income of spun-off businesses in the reorganization process for the four-month period ended
January 31, 2001 and for the years ended September 30, 2000 and 1999. See Note 5.1.a) to the Company’s
financial statements for the years ended December 31, 2001, 2000 and 1998.

Net Income for the year

As a result of the factors discussed above, net income decreased to 225 million in 2001 from 343 million in 2000
and from 456 million in 1999.

Media Business
The Company’s equity in eamnings of ownership interest in related companies engaged in the Media Business is

calculated based on such companies’ available financial information plus certain adjustments related to the
valuation by the equity method.
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As of December 31, 2001 and 1999, the Company made certain adjustments related to valuation by the equity
method, which amounted to 2.0 million and 6.5 million in 2001 and 1999, respectively, mainly related to the
elimination of intercompany gains (losses).

On the basis of financial information available as of December 31, 2001 Atco presents negative shareholders’
equity. Also, given that the Company is under no obligation to make capital contributions to Atco for the purpose of
restoring the latter's negative shareholders’ equity, the Company valued its investment in Atco at nil to adjust it to
its estimated recoverable value as of December 31, 2001, and did not book any related liability.

Additionally, as of December 31, 2001, the investment in AC is valued at nil to adjust it to its recoverable vaiue
pursuant to information available as of such date. During the year ended December 31, 2000, the Company
decided to write down the book value of the investment in AC by 2.7 million to adjust it to its estimated recoverable
value pursuant to available information as of such date. As of December 31, 2001, AC holds an indirect equity
interest in licensed broadcast television companies in Buenos Aires and other cities of the interior of Argentina.

Atco's reorganization and alignment of accounting policies

As a consequence of the change in the Company's shareholders, described in “Agreement between the
Company'’s Former Principal Shareholders and TESA”, and the change in Atco’s indirect shareholders, an
operating and administrative reorganization of the companies forming the Atco group (*Atco Companies®) was
effected as of December 31, 2000.

Taking into account the shareholders strategic plans, the new management of Atco Companies reestimated the
amortization periods and analyzed the recoverable value of intangible assets (goodwill) and the value of
inventories, mainly of Telefé, as described below and, additionally, aligned certain accounting methods with those
established by TESA, accordingly, the Company recognized, as of December 31, 2000, in proportion to its
shareholding interests in such companies, a loss of approximately 86.9 million.

Out of the goodwill recoverability analysis that was based on the present estimated net cash flows that will be
generated by Atco Companies operations (according to the new business), Atco Companies recognized an
impairment in value of such assets in the amount of about 214 miltion.

Furthermore, based on the same above-described reasons, Telefé’s Management analyzed the recoverability of
the film inventory and exhibition rights of its own programming on the basis of the new projections of programming
and commercialization of exhibition rights. Such analysis resulted in an aliowance for inventory impairment in
value, which represents a loss of approximately 65 million in Telefé,

Disposition of the Company’s ownership interest in TyC

In May 2001, the Company transferred to ACH its ownership interest in TyC and all its rights and obligations under
the TyC shareholders’ agreement. The Company presents, only for information purposes, TyC's combined resdilts
of operations for the three-month periods ended December 31, 2000, 1999 and 1998. See Note 5.2.a) to the
Company’s financial statements for the years ended December 31, 2001, 2000 and 1999.

Comparison of TyC's Consolidated Combined Resuits of Operations for the Three-Month Periods Ended
December 31, 2000, 1999 and 1998
(Figures stated in million of pesos)

The following information sets forth TyC's consolidated combined results of operations for the three-month periods
ended December 31, 2000, 1999 and 1998. TyC has allocated the income from its equity interest in the
consolidated income of Televisidn Satelital Codificada S.A. ("TSC"), Tele Red Imagen S.A. (TRISA") and T&T
Sports Marketing Ltd. ("T&T") to the various lines of TyC’s consolidated statement of income (without the
elimination of operations between such companies, which amount to 3 million and 1 million for the three-month
periods ended December 31, 2000 and 3999, respectively). The main objective of such allocation is to provide
more complete and representative information on TyC’s results of operations as a single business.

All the references below to 2000, 1999 and 1998 are to the three-month periods ended December 31, 2000, 1999
and 1998, respectively.
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2000 1999 1998
Net revenues 59 47 54
Cost of services provided 47) 37) (36)
Administrative expenses 4) 4) @)
Selling expenses 5 (5) ()
Amortization of goodwill and deferred charges 1 (1) Q)
Equity in earnings of ownership interest in related parties 18 : 3 11
Other expenses, net 1) (2 -
Financial (expense) income and holding (losses) gains, net ) 3) (2)
Extraordinary loss - - ' )
income tax (1) - 2
Net Income (Loss) ‘ 16 2) 14
EBITDA 4 2 9
Net Revenues

TyC’s revenues principally derive from the sale of broadcasting rights, content production services for third parties
and advertising sales. TSC’s revenues are basically made up of the sale of broadcasting rights of official soccer
matches of AFA Premier League first division soccer championships. TRISA’s revenues primarily include the sale
of broadcasting rights of the TyC Sports cable signal, advertising sales included in that signal, the sale of
broadcasting rights of other sports (excluding soccer) and commissions on the sale of broadcasting rights and
advertising. T&T’s revenues derive from the sale of Soccer championship transmission rights, principaily the
“Mercosur Cup®, America Cup and the games to classify for the 2002 World Cup.

Net revenues increased by 26% to 59 million in 2000 from 47 million in 1999. The increase in 2000 as compared
to 1998 is primarily due to an increase in revenues from T&T (11 million) due to the sales of television
transmission rights of America Cup and the games to classify for the 2002 World Cup which started in 2000.

Net revenues decreased by 13% to 47 million in 1999 from 54 million in 1998. The decrease in 1999 as compared
to 1998 is primarily due to: (1) a decrease in revenues from T&T (3 million) and TSC (2 million) due to the
decrease in television transmission rights of such companies and; (i) a decrease of 2 million in TyC’s advertising
sales in 1999.

Cost of Services Provided, Administrative Expenses and Selling Expenses

Cost of service provided, administrative expenses and selling expenses increased to 56 million in 2000 from 46
milfion in 1999. These costs are made up of salaries and social security taxes, artists’ and casts’ fees, operating
fees and costs to acquire broadcasting rights.

The increase in 2000 as compared to 1999 was principally due to the inclusion of operating costs of T&T (9
miilion) from the purchase of television transmission rights of the América Cup and the games to classify for the
2002 World Cup.

These expenses increased to 46 million in 1999 from 45 million in 1898. The increase in 1999 as compared to
1998 was principally due to an increase in operating costs due to special productions made in 1999.

Amortization of Goodwill and Deferred Charges

Amortization of goodwill and deferred charges did not reflect variations in 2000 as compared to 1999 and 1998.
Such amortization includes basically the amortization of goodwiil resulting from the acquisition of 50% of TSC and
TRISA.

Equity in Earnings of Ownership interest in Related Parties

Equity in eamings of ownership interest in related parties increased to a gain of 18 milfion in 2000 from a gain of 3
mitlion in 1999. The gain in 2000 is related principally to a gain of 19 million from the disposition of its 99.17%
ownership interest in TyC Entertainment S.A. to T&T in November 2000, the selling price was 20 million. The gain
in 1999 is principally related to holding gains due to the valuation of the ownership interest in Atco and AC at the
exercise price of the put option of such shares.
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Equity in eamings of ownership interest in related parties decreased from a gain of 11 million in 1998 to gain of 3
million in 1999. The gain in 1998 is principaily due to a gain of 12 million from the sale of Prime to AC in
December, 1998, net of a loss of 1 million in Avilacab S.A. and a loss of 1 million in TyC Entertainment S.A.

- Net Income (Loss)

As a result of the factors described above, TyC had a net income of 15 million in 2000 as compared to a net loss
of 2 miilion in 1998 and a net income of 14 million in 1998.

Comparison of Atco’s Results of Operations
As of December 31, 2001, the Company's ownership interest in Atco amounts to 26.8%.

Atco's only business consists of its ownership interests in Telefé, Radio Continental and Televisoras del Interior.
The Company considers that the disclosure of Telefe’s, Radio Continental's and Televisoras del Interior's financial
information is more representative than Atco’s resuilts of operations.

The following information sets forth Telefe's and Radio Continental's consolidated results of operations for the
twelve-month periods ended September 30, 2001, 2000 and 1999, as they arise from available financial
information as of those dates. Additionally, this section inciudes Televisoras del Interior's consolidated resulits of
operations for the twelve-month periods ended September 30, 2001 and 2000.

Telefé's results of operations include its ownership interest in Compafifa Surera de Inversiones S.A.’s resuilts of
operations for the twelve-month periods ended September 30, 2001 and 2000 under "Equity in earnings of
ownership interests in related parties”. The individual analysis of the resuits of operations of Compatiia Surera de
Inversiones S.A. is set forth under the heading “Description of Televisoras del interior's Consolidated Combined
Results of Operations for the twelve-month periods ended September 30, 2001 and 2000".

Comparison of Telefe’s and Radio Continental’s Consolidated Results of Operations for the twelve-month
periods ended September 30, 2001, 2000 and 1999
(Figures stated in million of pesos)

All references made below to 2001, 2000 and 1999 are to the twelve-month periods ended September 30, 2001,
2000 and 1998, respectively.

2001 ) 2000 1999
Net revenues 191 237 267
Cost of services provided (191) (203) (216)
Administrative expenses (22) {21} (24)
Selling expenses (18) (12) 9)
Amortization of intangible assets @ (5) 4)
Equity in eamings of ownership interests in related parties 2 4 6
Other expenses, net (6) ) (6)
Financial (expense) income and holding (losses) gains, net (29) (36) (26)
income tax 4) () 2
Reorganization effect (65) - -
Net loss (149) (44) (14
EBITDA (29) 12 31

, Net Revenues

Telefe's revenues derive principally from advertising sales on Channe! 11 of Buenos Aires city, ("Channef 117), the
sale of the Telefé signal to cable television companies in the interior of Argentina, the sale of film contents and
formats to foreign customers and other revenues (theatre, movies, TV phone calls, etc.). Radio Continental’s
revenues basically derive from the sale of advertising on the FM HIT and Continental radio stations. Since the Tax
Reform, enacted under Law N° 25,063 in December 1998 and the Competitiveness law, advertising revenues
have been subject to 21% value added tax ("VAT"). Also, the payment of the Comfer tax may be computed as a
prepayment of VAT and other taxes.
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Net revenues decreased by 46 million to 191 million in 2001 from 237 million in 2000. The decrease was due to:
(a) a decrease of 6 million in Radio Continental's advertising sales, (b) a decrease of 31 million in Telefe's
revenues, mainly due to: (i) a decrease of 36 million in advertising sales, (i) a decrease of 3 million in
programming sales and (iii) an increase of 8 million in special businesses sales, and (c) a decrease of 9 million in
Teleproducciones Independientes S.A. (“Teleinde®)'s special businesses principally due to a change of praducts
sold.

Net revenues decreased by 11% to 237 million in 2000 from 267 million in 1999. The decrease was due to: (i) a
decrease of 28 million in Telefe's revenues and (i} a decrease of 4 million in Radio Continental’s revenues. The
decrease in advertising sales in Telefé and Radio Continental is mainly due to the contraction of the advertising
market in general which started in 1998. It is important to mention that during the period under analysis, Telefé
has maintained its leadership in the broadcast television market, its audience rating reaching 38% in 2000 and
39% in 1999 (according to IBOPE). Radio Continental in tum, has become the leader of the radio market with an
audience rating of 14.1% (according to IBOPE) and has maintained its leadership and the fourth place in the FM
and AM radio market, respectively (according to IBOPE).

Cost of Services Provided

Cost of services provided primarily consists of artists’ and casts’ fees, technical and production costs, exhibition
rights and salaries and social security taxes. Cost of services provided decreased by 12 million to 191 million in
2001 from 203 million in 2000. Such variation is principally due to: (a) a decrease of 16 million in production
programming costs, (b) a decrease of 5 million in exhibition rights costs partially off-set by (c) an increase of 5
million in reserve for contingencies affecting the line cost of services provided, (d) an increase of 4 million in
salaries and fees for services and (e) travel expenses and other expenses, which increased by 1 million.

These expenses decreased by 6.0% to 203 million in 2000 from 216 million in 1999. Such decrease was primarily
due to: (i) a decrease of 7 million in production programming costs (includes cost of exhibition rights), and (i) a
decrease of 4 million in salaries and social security taxes.

Administrative Expenses

These expenses did not refiect significant vanations in 2001, 2000 and 1999. in 2001 the increase of 3 million in
the reserve for contingencies was offset by a decrease of 3 million in fees and payment for services. The increase
of such reserve is based on new information submitted by Telefe's legal counsel.

Selling Expenses

In 2001, selling expenses increased by 6 million as compared to 2000 mainly as a result of an allocation to
Telefé’s bad debt allowance of 5 million to adequate such allowance to the customer portfolio, unrecoverable
receivables from barter advertising, a receivable from Telam arising from advertising campaigns, applied by the
government to penalties imposed by Comfer and an increase in reserve for contingencies of 2 million. However,
Radio Continental’s selling expenses decreased by 1 million, mainly, related to advertising expenses. Additionaily,
the other expenses increased by 1 million. _ .

Amortization of intangible Assets

Amortization of goodwill did not reflect significant variations in 2001, 2000 and 1999. The increase of 2 million in
2001 as compared to 2000 is principally due to the total amortization of Barrosa Servicios Ltda. S/C’s goodwill of 1
million, related to the liquidation of ;uch company residing in Brazil.

Equity in Earnings of Ownership Interests in Related Parties

The decrease of 2 million in 2001 as compared to 2000 is due to the variations in the results generated by the
ownership interests in related parties: a) a gain of 1 million generated by Barrosa Servicios Ltda. S/C (company
acquired in July 1999, whose business is the selection and hiring of artists) and Chiquimex S.A. (a company which
sells formats of television programs), b) Neuguén TV S.A. (licensed broadcast television company) and Garcia
Ferré Entertainment S.A., (a company engaged in production, promotion and distribution of movies) have a loss of
1 million and c¢) in December 2000, a loss of 2 million was booked in connection with the investment value in
Theme Bar Management Inc. The result for the investment in Compafiia Surera de Inversiones S.A., (company
dedicated to financial investments and selling activities of broadcast television companies) did not reflect
significant variations between 2001 and 2000. in 2000, equity in eamings of ownership interests in related parties
decreased 2 million as compared to the prior year due to: (i} a lower income generated by Compafiia Surera de
inversiones S.A., and (ii) the equity interest in the losses of Barrosa Servicios Ltda. S/C and of Chiquimex S.A.




Other Expenses, net

These expenses did not reflect significant variations in 2001 from 2000. Other expenses, net amounted to losses
of 7 million in 2000, which include 4 million due to the reorganization of Telefé in 2000 and 2 million due to the
discontinuation of businesses. Other expenses, net amounted to a loss of 6 million iri 1899, which includes a loss
of 3 million principally stemming from the discontinuation of the production and distribution of the *Red de Noticias™
cable TV signal in December 1998, which led to the reorganization of the news area personnel and expenses of 2
million in severance payments due to the reorganization in Telefé.

Financial (Expense) Income and Holdings (Losses) Gains, Net

Financial (expense) income and holdings (losses) gains, net.decreased by 7 mitlion in 2001 from 2000, principally
due to: a) a decrease of 11 million in financial interest due to lower finangial indebtedness due to the [oans
obtained from the Group, b) the total amartization of deferred charges of 2 million related to the issuance cost of
negotiable obligations, as such negotiable obligations will nat be issued and ¢) the total amortization of the
syndicated loan cost due to the prepayment in January 2001, and costs related to such prepayment which
generated an additional financial cost of 2 million.

Financial (expense) income and holdings (losses) gains, net, increased to a loss of 36 million in 2000 from a loss
of 26 million in 1999. The variation was basically due to higher interest expense of 10 {including related taxes)
million due to Telefe's higher average indebtedness for working capital as a consegquence of the decrease in sales
and collections in 2000 as compared to 1999.

income Tax

The income tax charge increased by 3 million in 2001 due to Telefe’s adjustments related to income tax from the
years 1995 to 1998 based on AFIP-DGI’s determinations. The income tax charge decreased to 1 million in 2000
from 2 million in 1999, basically dute to a lower tax base generated by Telefe’s lower operating income during such
periods.

Reorganization effect

In December 2000, Telefé booked an allowance for inventory impairrhent in the value of 65 million, based on a
recoverability analysis of the film inventory and exhibition rights with proprietary programming, which was based
on new programming and selling projections of exhibition rights.

Net loss

As a result of the factors described above, Telefé's net loss amounted to 149 million in 2001, 44 million in 2000
and 14 million in 1999.

Description of Televisoras del Interior’s Consolidated Combined Results of Operations for the tweive-
month periods ended September 30, 2001 and 2000
(Figures stated in million of pesos)

The activity of Televisoras del interior consists of the operation of 8 licensed broadcast television companies in the
cities of Neuquén, Bahia Blanca, Mar del Plata, Rosario, Santa Fe, Cérdoba, Salta and Tucuman.

As of September 30, 2001, Televisoras del Interior's resuits of operations were consolidated and/or combined
considering basically consolidated information as of that date of Compafifa de Televisién del Atiantico S.A.,
Compafiia de Television del Noroeste S.A., Compafifa Surera de Inversiones S.A. and Televisora Tucumana
Color S.A.

The following information sets forth consolidated and/or combined results of operations of broadcast television
companies calculated at a 100% ownership interest. As of September 30, 2001, Atco had a 100% ownership
interest in Compafiia de Television de! Noroeste S.A., in Compafiia de Television del Atlantico S.A. and in
Televisora Tucumana Color S.A. and 99.9% in Compafifa Surera de Inversiones S.A. (through Telefé).

All references made below to 2001 and 2000 are o the twelve-ronth periods ended September 30, 2001 and
2000, respectively.
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2001 2000
Net revenues 61 62
Cost of services provided (31) (31
Administrative expenses (8) {(9)
Selling expenses @ (5)
Equity in eamings of ownership interests in related parties - &)
Amortization of goodwill and deferred charges (5) 4)
Financial (expense) income and holding (losses) gains, net 3) (8)
Other (expenses) income, net 1) 1
Reorganization effect — Impairment in goodwill (29) -
income tax 4) 4)
Net (loss) income . ‘ (27) 1
EBITDA ' 16 18

Net Revenues

Net revenues decreased to 61 million in 2001 from 62 million in 2000, and principally derive from advertising sales
to agencies and advertisers.

Cost of Services Provided

Cost of services provided amounted to 31 million in 2001 and 2000. These costs can be broken down into:
programming costs, programs purchased, co-productions and exhibition rights (which principaily correspond to
Telefe), salaries and other benefits to employees and other operating costs.

Administrative and Selling Expenses

Administrative and selling expenses increased to 15 million in 2001 from 14 miillion in 2000. These costs can be
broken down into: salaries and other employee benefits, fees for services rendered and allowance for doubtful
accounts.

Amortization of Goodwill and Deferred Charges

Amortization of goodwill and deferred charges amounted to § million in 2001 and 4 million in 2000 and derives, in
both periods, from the acquisition of licensee broadcast television companies by Compafiia de Televisién del
Atlantico S.A., Compafiia de Television del Noroeste S.A. and Compatftia Surera de Inversiones S.A.

Financial (Expense) Income and Holding (Losses) Gains, net

Financial (expense) income and helding (losses) gains, net amounted to losses of 3 million in 2001 and 8 million in
2000, and correspond to financial interest and credit balances with banks.

Reorganization effect — Impairment in goodwill

As a result of the goodwill recoverability analysis performed by Compafiia de Televisién del Atlantico S.A. and
Compafiia de Television del Noroeste S.A. due to the purchase of Rader S.A. de Radiodifusion (Rosario),
Televisora Santafesina S.A. (Santa Fe), Emisora Arenales de Radiodifusién S.A. (Mar del Plata) and Telenueva
S.A.C.P. de R. y T. (Bahia Blanca) by Compafiia de Television del Atlantico S.A., and Compafifa de Radio y
Televisién S.A. (Saita) by Compafiia de Television del Noroeste S.A. which was made on the basis of such
companies’ present estimated net cash fows, Televisoras del Interior recognized an impairment in value of such
assets of 29 million. '

Net (Loss) Income

As a result of the factors described above, Televisoras del Interior's net (loss) income amounted to a net loss of 27
million in 2001 and a gain of 1 million in 2000.
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Comparison of Prime’s Consolidated Resuits of Operations for the twelve-month periods ended September
30, 2001, 2000 and 1999
(Figures stated in million of pesos)

Prime’s consolidated results of operations for the twelve-month periods ended September 30, 2001, 2000 and
1999 include the line-by-line income/loss of its controlled companies, Telearte S.A. (owner of a broadcast
television company of Capital Federal “Azul Television” in Buenos Aires City and the “Azul Televisién" Cable TV
signal), Television ABC S.A. (whose principal business is the sale of the broadcasting rights of the Utilisima
Satelital signal until July 2000 and until Januarand 1999 “Azul Televisién" signal), TV Mar del Plata S.A., TV
Resistencia S.A. and Productores Independientes Asociados S.A. (together, the “Prime Group”). Such companies
own broadcast television stations in the cities of Mar del Plata, Resistencia (Chaco) and Parana (Entre Rios),
respectively. '

All references made below to 2001, 2000 and 1999 are to the twelve-month periods ended September 30, 2001,
2000 and 1998, respecitively.

2001 2000 1999
Net revenues 61 68 63
- Cost of services provided an (75) (70)
Administrative expenses (12) (13) (11)
Selling expenses (11) (13) (13)
Amortization of goodwill (5) (5) 4)
Financial (expenses) income and holding (losses) gains, net ) 4) 3)
Other income, net - - 9
Net loss (51) (42) (29)
EBITDA (36) (31) (29)

Net Revenues

Net revenues can be broken down into: 80% from advertising sales in lots, non-traditional advertising, barter
advertising and advertising in the interior of Argentina (generated principally by Azul Television) and 20% from the
sale of programs to the local cable TV market and to foreign customers (basically the "Azul Televisién” signal).
Net revenues decreased by 10% to 61 million in 2001 from 68 million in 2000 and increased by 8% in 2000 from
63 miflion in 1999. The decrease in 2001 was due to: a) a decrease in the selling price of Azul's programs to the
cable television operators that generated a big reduction in the advertising market.

The increase in 2000 was due to higher advertising sales due to the increase in Azui Televisién's audience in 2000
as compared to 1999.

Cost of Services Provided

These costs basicaily comprise programming cost, programs purchased, co-productions and exhibition rights,
salaries and social security taxes and artists’ and casts’ fees. Cost of services provided increased to 77 million in
2001 from 75 million in 2000. Such increase is mainly due to an allowance for film inventory and the charge for
matured exhibition rights.

Cost of services provided increased to 75 million in 2000 from 70 million in 1999. Such increase is mainly due to
an increase in exhibition rights costs.

Administrative and Selling Expenses

Administrative and selling expenses basically comprise salaries and other benefits to employees, advertising
expenses and the allowance for doubtful accounts. Such costs decreased by 12% to 23 million in 2001 from 26
milliont in 2000.

In 2000 these costs increased by 8.3% to 26 million from 24 million in 1999, largely due to a 1 million increase in
the allowance for doubtful accounts.
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Amortization of Goodwill

Amortization of goodwill amounted to 5 million in 2001 and 2000 and to 4 miliion in 1999 and relates to goodwili
recorded by Prime due to the acquisitions of its above-mentioned subsidiaries.

Financial (Expense) Income and Holdings (Losses) Gains, net

Financial (expense) income and holding (losses) gains, net amounted to losses of 7 million in 2001, 4 million in
2000 and 3 million in 1999 and are related to interests on loans received from Telefénica Media, S.A. and Admira
S.A., used to finance the ordinary course of business and to advances from customers.

Other Income, net

The gain of 3 million in 1999 represents principally a recovery of doubtful accounts and other adjustments due to
the negotiation of the final acquisition price of Telearte S.A., Televisién ABC S.A., TV Mar del Plata S.A., TV

"Resistencia S.A. and Productores Independientes Asociados S.A., cammied out between Prime and the former
shareholders of the above mentioned companies.

Net Loss

As a result of the factors described above, Prime’s net loss amounted to 51 million in 2001, 42 million in 2000 and
29 million in 1989.

Company’s Liquidity and Capital Resources

As of December 31, 2001, the Company's total liabilities amount to 511 million, which consist of 15 million in
negotiable obligations (including interests as of that date), 493 million of payables to related parties and 3 million in
tax liabilities, other payables and short-term accounts payable.

As of December 31, 2001, the Company's cash and cash equivalents amount to 1 million.

On April 11, 2000, the Participating Shareholders and TESA entered into the Contract whereby, once certain
precedent conditions were met, on December 15, 2000, the Participating Sharehoiders transferred to TESA 80.9%
of the Company’s capital stock, representing 84.7% of the Company's total votes in exchange for TESA common
shares issued. On June 29, 2001, TESA informed the Company that on May 8, 2001, it transferred to TISA,
TESA's wholly-owned subsidiary, all of TESA's 80.9% equity interest in the Company. Additionally, as a result of
several transactions described in Note 6.6. to the'Company’s financial statements for the years ended December
31, 2001, 2000 and 1999, TISA's equity interest in the Company, increased from 80.9% to 98.96%.

As of December 31, 2000, as provided in the Contract and in certain related agreements, the Company paid off its
financial liabilities and other liabilities, except for the amounts payable under the Negotiable Obligations for
US$500 million. The most significant liabilities that have been paid include among others: (i) the indebtedness
under the Company and Shosa Syndicated Loan Agreement, assumed by the Company, and outstanding
indebtedness under the Financial Trust Agreement, as defined in Note 7.2. to the Company's financial statements
for the years ended December 31, 2001, 2000 and 1999, (ji) a loan agreement with Chase for US$40 miillion,
dated November 28, 2000, which was used to repay the Class C Notes under the US$400 million program and (iii)
the repayment of certain derivative contracts described in Note 9. to the Company’s financial statements for the
years ended December 31, 2001, 2000 and 1999. Such repayments were made with funds received from the
disposition of certain assets, described in “Agreement between the Company’s Former Principal Shareholders and
TESA", and from a loan for an amount of US$136 million granted by ACH to Shosa on December 13, 2000 to
consummate the Contract.

On December 15, 2000, the Company transferred to ACH its ownership interest in Shosa for an amount of
US$395 million, accruing interest at the LIBOR plus 2.5% nominal per annum, to be paid through a promissory
note issued by ACH, maturing on August 31, 2001, or before, if certain conditions contemplated in the loan
agreement pccurred. In August and December, 2001, the Company and ACH amended a clause of the Promissory
Note issued by ACH, extending the maturity date until January 31, 2002. As of December 31, 2001, the
Promissory Note was delivered for shares including in the voluntary capital stock reduction. See Note 6.6 to the
Company's financial statement for the years ended December 31, 2001, 2000 and 1999. As of the transfer date,
Shosa's main asset was its 35.86% ownership interest in Cablevisién and its main liabilities were a loan of
US$136 miflion made to Shosa by ACH, and other liabilities of approximately 27 million.
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Historically, the Company has funded its capital requirements principally through cash dividends from Cointel, fees
collected for financial services and other services rendered to TESA, as operator, proceeds from dispositions of its
ownership interests and other assets, and bank borrowings.

The Company’s principal source of cash has traditionally been dividends paid to it by Cointel. Cointel paid to its
shareholders an aggregate of 1,452 million in cash and in-kind dividends from January 1, 1994 through December
31, 2001, including 69 million paid during the year ended December 31, 2000. Cointel did not pay dividends during
the year ended December 31, 2001. Cointel's principal source of cash revenues is the cash dividends paid to it by
Telefénica. Telefénica paid Cointel an aggregate 1,190 million in cash dividends from January 1, 1994 through
December 31, 2001, including 176 million paid during the twelve-month period ended December 31, 2001.

In 1997 the Company began receiving significant fees for financial advisory and other services it renders to TESA
under the Company Advisory Contract. During 2001, 2000 and 1999, the Company collected 61 million, 72 million
and 73 million, respectively. During June and July 2000 the Company signed agreements with Chase and Bangue
Européenne Pour L'Amérique Latine (B.E.A.L.) S.A. ("BEAL’) pursuant to which, the Company sold its right to
collect US$15.8 million of the fee for services rendered, covering a portion of the fee for the third quarter of 2000.
The proceeds from such sales were US$15.1 million,

Additionally, during 1999 the Company sold 29.5 million shares of Telefénica, that it had received as in-kind
dividends from Cointel in September 1988 and collected 81 million.

in September 1997, the Company transferred its direct and indirect ownership interests in Coinca and Invercab
S.A. (“Invercab”) which jointly held 22.5% of Multicanal S.A. (“Multicanal”) to the Clarin Shareholders for US$239.0
million. As of December 31, 1999, the Company received 37 million (excluding accrued interest) from collections
related to the disposition of Coinca. In November 1999, the balance of the acquisition price not yet collected as of
that date, which amounted to 57 million, was transferred to the Financial Trust pursuant to the Financial Trust
Agreement, as defined below.

On May 12, 1998, TISA settied a payable to the Company, which amounted to US$53 million, by assigning a
percentage of a receivable due to TISA from the Clarin Group. As of December 31, 1999 the Company had
collected 35 million (excluding accrued interest) and the balance not yet collected unti! November 1999, which

- amounted to 18 million, was transferred to the Financial Trust pursuant to the Financial Trust Agreement, defined
below.

During the years ended December 31, 1998 and 1999, the Company executed purchase and sale contracts with
Chase with American Depositary Receipts ("ADRs”) of Telefénica. Such contracts provided that the latter would
sell the Company 2.9 million ADRs of TESA equivalent to 8.8 million TESA'’s shares on October 29, 2001,
November 30, 2001 and January 15, 2002 (1.1 million, 1.1 million and 0.7 million ADRs, respectively, on each
date). Such values contemplate the conversion made on September 12, 2000 from Telefénica's ADRs into
TESA's ADRs. On February 17, 2000, the Company and Chase had amended certain clauses of the option
agreements entered into during 1998 and 1999. Due to the February 2000 amendments, the Company paid
US$35 million. On December 7, 2000, the Company and Chase entered into a rescission agreement (the
“Rescission Agreement”) whereby they agreed to terminate the above-mentioned option agreements. According
to the Rescission Agreement terms and conditions, the Company repaid US$47.2 million for the anticipated
termination of the option agreements. :

On November 4, 1999, the Company and Shosa each entered into a term loan agreement (respectively, the
"Company Loan Agreement” and the "Shosa Loan Agreement”, and together the "Loan Agreement”) for a total
amount of up to US$270 million with a group of banks organized by Chase (collectively, the "Banks"). This
amount includes the trust contract mentioned below. The Shosa Loan Agreement was for US$30 million and was
assumed by the Company during 2000. As certain conditions provided in the related agreements were met in
September and October 2000, the Company prepaid US$15 miilion of the Loan Agreement. As of December 31,
2000, as part of the transactions described in "Agreement between the Company’s Former Principal Shareholders
and TESA", the Company had repaid the amount owed under the Loan Agreement.

On November 4, 1999, the Company had also entered into a financial trust agreement (the “Financial Trust
Agreement”) with Chase Manhattan Trading S.A., Sociedad de Bolsa, as trustee (the "Financial Trustee"), and
Chase, as administrative agent. Under the Financial Trust Agreement, the Company had transferred to the
Financial Trust its right to receive and to collect from the Clarin Shareholders the receivables from the disposition
of Coinca and Invercab S.A. (the "Trust Assets”) for US$71 million. As of December 31, 2000, as part of the
transactions described in "Agreement between the Company's Former Principal Shareholders and TESA", the
Company had prepaid the amount owed under the Financial Trust Agreement at nominal value plus accrued
interest as of the payment date. As a consequence of the cancellation of the Financial Trust Agreement, the
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Company, as a beneficiary of the residual Trust Assets, had received the rights to collect from the Clarin Group
shareholders the balance of the receivable related to the sale of Coinca and Invercab S.A., which were later
transferred to AMICH.

On July 28, 2000, the Company issued a Class “C" series of negotiable obligations under the US$400 million
program for a total of US$40.0 million at an interest rate of 8.25% per annum maturing on November 2000. The
net proceeds were used to repay the Class “B" series of negotiable obligations issued under the same program
and to repay other liabilities. At its maturity, the Company repaid the Class "C" series of negotiable obligations out
of funds received from a short-term loan of US$40 million, which was repaid as of December 31, 2000.

On September 27, 1998, the Company executed an agreement whereby the Company transferred all its direct and
indirect interest in Zapla Holdings S.A. and Aceros Zapla S.A. In connection with such sale, the Company
assumed various commitments including the commitment to make itself, or through Forestal Nortefia, advances to
Aceros Zapla S.A., in the amounts and on the dates as may be required by the latter in order to pay certain net
liabilities of Aceros Zapla S.A. As of December 31, 2000, the Company had paid 19 million, directly or through
Forestal Nortefta. On December 13, 2000, the Company entered into an agreement with IATE and certain related
parties (from now on "IATE Group"), whereby the Company and IATE Group refrain to any claim derived from the
execution of the Zapla Sales Agreement. In connection with such agreement, the Company had to pay IATE 2.0
million. On December 15, 2000, the Company and AMICH entered into an assignment agreement under which the
Company assigned to AMICH all the rights and obligations derived from the Zapla Sales Agreement with IATE
Group. This assignment was without recourse by AMICH against the Company as a consequence of IATE
Group's default on some of its obligations under the Zapla Sales Agreement. : :

The Company uses its funds mainly to pay principal amount and interest on its debt, to acquire ownership interest
and to make capital contributions to controlled companies and related companies. During 2000 and 1999, the
Company’s payments with respect to acquisitions and cash capital contributions made to its related companies
amounted to 11 million (in capital contributions made to AC and Forestal Nortefia and payments made to
Cablevision) and 62 million (for capital contributions and payments made to AC, Atco, Cablevisién, Forestal
Nortefia and Zapla Holdings and for the final payment for the acquisiton of TyC), respectively. During 2001, 2000
and 1999 the Company did not pay dividends ‘

As a consequence of the transfer of the Company’s shares to TESA, as explained in “Agreement between the
Company’s Former Principal Shareholders and TESA", that materialized a “"Change of Control” as defined in the
Negotiable obligations issuance terms and conditions; and as provided in its terms and conditions, the Company
has granted to the noteholders the right to request the Company to repurchase their Negotiable abligations ata
purchase price in cash equal to 101% «of the principal amount thereof plus accrued and unpaid interest through
February 14, 2001 (“the Repurchase Date”). Therefore, on the Repurchase Date and in March 2001, the
Company repurchased about 93% of such Negatiable abiigations for a face value of 464.9 million, and had to pay
469.5 million plus interest and applicable taxes. The funds required to repyrchase the bonds were obtained
through a loan from TISA in the amount of US$530.1 million which accrued interest at LIBOR plus a 2.25% per
annum (“the differential”) for a term of one month, renewable automatically on a monthly basis uniess the parties
notify in writing, at least three days before due date, that they do not intend to renew the agreement. TISA is
entitled to modify the differential provided it notifies the Company of this decision at least three business days
before the end of each interest period. Subsequently, on February 14, 2001, the Company made early repayment
to TISA of this loan for an amount of US$37.9 million. On January 11, 2002, the Company and TISA entered an
amendment to the loan agreement whereby the differential was incremented fo 7% per annum and the interest
capitalization is included. Additionally, in August 2001, the Company decided to accept an offer to repurchase the
balance of Serie C Negotiable Obligations, whose face value amounted to 0.3 miflion.

Additionally, as a result of the Purchase Offer on November 13 and December 5, 2001, mentioned in Note 7.1 to
the Company’s financial statement for the years ended December 31, 2001, 2000 and 1999., the Company
repurchased Negotiable Obligations for a face value of US$20.3 million plus interest accrued and taxes related
and, if applicable, the Authorization Fee. The funds required to repurchase negotiable obligations were partialty
obtained through a loan from TESA in the amount of US$11 million (see Note 11.3.d. to the Company’s financial
statement for the years ended December 31, 2001, 2000 and 1999).

After the repurchases mentioned above, the Company has cancelled approximately 97% of the negotiable
obligations for a face value of 485.5 million. As the Company intends to repay the Negotiable obligations during
the next fwelve months, it has classified the principal amount of 14.5 million as Current bank and other financial
payables as of December 31, 2001. See Note 17.2. to the Company’s financial statements for the years ended
December 31, 2001, 2000 and 1988, ‘
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In July, 2001 the Company paid approximately 3.4 million, which were acciued as December 31, 2000, to the
noteholders who attended the Noteholders’ Meeting held on August 17, 2000 as explained in “Agreement between
the Company’s Former Principal Shareholders and TESA”.

Through a letter dated November 5, 2001, TISA had informed to the Company that it was its firm intention not to
require the repayment of the principal amount of the outstanding loan until December 31, 2003. Subsequently,
through a letter dated February 25, 2002, TISA notified that the commitment assumed by such company,
mentioned in the letter dated November §, 2001 was no longer effective. Consequently, the Company has
classified such loan as “Current liabilities — Accounts payable to related parties” as of December 31, 2001.

According to the above-mentioned, as of the date of issuance of these financial statements, the balance of the
principal related to TISA’s loan amounted to US$496.9 million. In obtaining the above mentioned loan, the
Company has assumed certain commitments, mainly involving limitations on the sale of assets, limitations on liens
of certain assets, limitations on the Company or any of its affiliates becoming a party in merger or spin-off
operations, with certain exceptions. in addition, the loan shall forthwith become due and payable: 1) upon the
Company defaulting on any of the commitments assumed under the loan agreement, 2) in the event of any change
in the Company's controlling shareholder, 3) if the Company or its affiliates are unable to comply with their
obligations, 4) changes in the Company’s main business activity, 5) if the Company or any of its affiliates lose the
government licenses obtained and 6) if there are changes in the Company’s equity, economic and financial
situation that due to their adverse nature may affect the Company’s ability to comply with the obligations assumed
in the agreement or if there are restrictions that may limit the ability of the Company to repay its debts. Through
letter dated on February 25, 2002, TISA, has advised the Company that for the twelve-month period as from
February 25, 2002, (beyond the due date of such debt): (i) the effects of the Public Emergency and Currency
Exchange System implemented in Argentina by Decree No. 1,570/01, Law No. 25,561, as supplemented and
amended, effective in Argentina shall not be considered by the creditor as an event of default, and (i) the creditor
shall not consider that, as of such date, an acceleration event has been verified under the agreement regarding
restrictions that may limit the Company’s ability to make the payments due under the agreement with TISA.

The Company will be obligated to make payments of approximately US$29 million in respect of principal amount
and interest of Negotiable obligations, interest on the loan granted by TISA and other financial payables scheduied
to be settled by December 31, 2002.

As of December 31, 2001, current assets in foreign currency are lower than current liabilities in foreign currency in
the amount of US$499 (3499 million as of December 31, 2001), amount that, because of the devaluation
mentioned in Note 17.1. to the Company’s financial for the years ended December 31, 2001, 2000 and 1999,
increases subsequently in $550 million, considering the last exchange market closing prior to the issuance date of
these financial statements.

The Company has prepared its finaricing projections and plans expecting to cover future fund needs to face short
debt mainly with funds generated by operations plus, as it is possible, by the evolution of current economic
measures, bank loans and access to capital markets; or otherwise, requesting for long-term refinancing of its
payables.

However, owing to the macroeconomic situation described in Note 17.1. to the Company'’s financial for the years
ended December 31, 2001, 2000 and 1999, as of the date of issuance of these financial statements, third parties’
credit lines are not available in amounts sufficient to enable the Company to, together with internally generated
funds, meet current debt obligations. Furthermore, it is not possible to determine whether this situation will evolve
favorably in the short term.

On the other hand, TESA has advised the Company that, as of the date of issuance of these financial statements,
it is still evaluating the Argentine macroeconomic context and analyzing financing altematives for the Company,
including the possibility of refinancing or not over long-term its current loans to the Company and, if necessary,
providing additional financing.

Consequently, the Company’s ability ta. settle its payables to local and foreign creditors depends upon the
possibility of obtaining financing or, if not possible, of refinancing financial payables, as well as, if necessary, the
granting of additional financing by its direct or indirect controlling companieg.

Should no financing alternatives be available for the Company or should the Company not succeed in obtaining
refinancing, the Company would not have sufficient funds available to meet its current liabilities payable to local
and foreign creditors.
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Although the Company will make its best effort to obtain such financing, as of the date of issuance of these
financial statements, it is impossible to ensure what the result of such negotiations will be or if the restrictions for
making transfers abroad will enable the Company to settle its current liabilities in the normal course of business
and maintain its normal operations.

Trend information

The Company's sole substantial activities are its Telecommunications Business and its Media Business.
Therefore, the information about trends that follows corresponds to those businesses.

Telecommunications Business

With the advent of competition since November 1999 and as fully liberalized competition commenced on
November 8, 2000, operators under additional new licenses began to provide one or more of local, domestic long-
distance and international service. Telefdnica expects that the level of competition in its markets will increase in
the future. As of December 2001, more than 26 new telephony licenses for local and/or long-distance services

_ have been granted under Resolution 16,200/99. These licensees were not entitled to launch their services until
November 2000 when the full liberalization was introduced. As of the date of issuance of these financial
statements, 8 licensees are providing local and/or fixed long-distance telephone service. These companies are
Techtel S.A., Impsat, Keytech (which is operated by AT&T Latin America), CT1, Movicom Bell South, Comsat,
Telefénica (in the Northem Region) and Telecom (in the Southern Region). ’

Telefénica is subject to competitive pressures due to the development of increased domestic and internationat
transmission capacity. Additionally, as competition becomes more prevalent, prices paid for services may keep
falling below tariff rates, perhaps significantly.

As a result of the pre-subscription process through which customers are able to select a provider of long-distance,
certain local services customers of Telefénica opted for one of the other long-distance operators (Movicom/CTP,
Keytech, Techtel, Comsat, impsat, CTl/Integrales and Telecom), and certain Telecom local services customers
opted for Telefénica or for Movicom/TCP or the others as their new provider of service. As of February 3, 2002,
the total number of customers gained (approximately 273,000 lines) do not compensate for the customers of
Telefonica in those customer segments that have opted for other providers (approximately 805,000 lines). in the
near future, customers will select the long-distance call provider by dialing a three-digit code. Telef6nica believes
that any additional loss of long-distance revenues when this new system is implemented will depend on the
specific service and price offerings, which may vary among operators.

Because there is no precedent for competition in the Argentine telecommunications market among providers of
basic telephone services, and since the recent devaluation for the Argentine peso is a dramatic change to what
have been the economic conditions under which all domestic companies have run their businesses during the last
years, Telefénica is unable to predict the precise extent of future losses of market share, the speed with which it
might occur or the effect on Telefénica's overall operations or revenues.

The principal strategic objective of Telefénica is to compete successfuily and to maintain a leadership position in
the Argentine telecommunications industry. Telefénica has been preparing for the new competitive environment;
however, there can be no assurance that the consequences of the introduction of competition wili not materiaily
and adversely affect the business, the financial position or results of the operations of Telefénica. While there can
be no such assurance, in the opinion of Telefénica’s management, the implementation of Telefénica’s business
strategies will continue to have a beneficial effect on the future competitiveness of its telecommunications
business, mitigating the negative effects of increasing competition in the Argentine market.

Telefénica has followed a financing policy that has combined the use of internally-generated funds with use of
third-party and majority-shareholder financing.

Telefénica has prepared its financing projections and plans expecting to cover future fund needs to continue its
investment plan and to repay short and long-term debt mainly with funds generated by the operations plus bank
loans and access to capital markets. Altematively, it would request long-term refinancing of its payables.

However, owing to the macroeconomic of Argentina, third party credit lines are not available in amounts sufﬁcigqt
to enable Telefénica to, together with internally-generated funds, meet current debt obligations. Furthermore, it is
not possible to determine whether this situaﬁon will evoive favorably in the short term.
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Since early December 2001, Argentine authorities implemented a number of monetary and currency-exchange
exchange control measures that mainly include restrictions on the withdrawal of funds deposited with banks and
tight restrictions on making transfers abroad, with the exception of those related to foreign trade and other
authorized transactions. :

Telefénica’s ability to settle its payables to local and foreign creditors depends upon the possibility of obtaining
financing or, if not possible, of refinancing financial payables, as well as, if necessary, the granting of additional
financing by its directly- or indirectly-controlled companies.

Should not financing alternatives be available for Telefénica or should Telefénica not succeed in obtaining
refinancing, Telefénica would not have sufficient funds available to meet its current liabilities payable (including
those disclosed as current on Telefénica’s balance sheet as of December 31, 2001 as well as those liabilities that
would turn into current payables if creditors claimed a default) to local and foreign creditors.

Although Telefénica will use its best efforts to obtain such financing, as of the date of issuance of these financial
statements, it is impossible to ensure what the result of such negotiations will be or if the restrictions for making
transfers abroad will enable Telefénica to settle its current fiabilities in the normal course of business and to
maintain its normal operations.

Media Business

The Company looks to TESA’s global media affiliate, Telefénica Media S.A., to set the business strategy for Atco
and AC. The Company considers Atco and AC to be passive investments. On the basis of financial information
available as of December 31, 2001. Atco presents negative shareholders’ equity. Also, given that the Company is
under no obligation to make capital contributions to Atco for the purpose of restoring the latter's negative
shareholders’ equity, the Company valued its investment in Atco as of December 31, 2001 at nil, to adjust it to its
estimated recoverable value, and did not book any related liability. Additionally, as of December 31, 2001, the
Company decided to value the investment in AC at nil, to adjust it to its recoverable value pursuant to information
available as of such date.
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